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PREFACE 

Cost accountancy has made such rapid strides during the 
past ten years that the excellent prospects which are now 
ofiered by this comparatively new profession have opened 
up a very wide field of opportunities for the young man 
and woman of to-day 

Much literature already exists which deals with the 
subject of cost accountancy, chiefly for the benefit of 
those who are already engaged m the profession, and 
which, consequently, is far too advanced to be of real 
assistance to those who wish to take the first step towards 
qualifying as cost accountants 
Furthermore, the trammg of a cost clerk has unfor- 
tunately been regarded as of little relative importance 
compared to that of the cost accountant As a conse- 
quence, those wishmg to enter a cost office as a means of 
livelihood are more or less without easy means of acquiring 
an elementary knowledge of the subject 
The recently mstituted costmg examination of the 
Royal Society of Arts should go far to remedy this defect, 
and it is hoped that this book may be of some service to 
students who intend to present themselves for this exam- 
mation, as weU as for students of the vanous professional 
bodies 

The object of this book, therefore, is, firstly, to enable 
the begmner to obtain a thorough knowledge and under- 
standmg of the elementary prmciples of costmg and to 
give bnef* descripbons of the various methods used m 
practice , and, secondly, to enlarge upon these elementary 
prmciples m such a manner as will indicate m a general 
way to the more advanced student how such methods 
and prmciples can be apphed 
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In deabng with the subject it is necessary to pre-suppose 
a knowledge of the pnnciples of book-keepmg and accounts 
Grateful acknowledgment is made by the author for 
the assistance given by Mr H J Fells, B A , in leading 
and correcting the proofs dunng preparation 

R J H RYALL 

London, W C i 
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CHAPTER I 

INTRODUCTORY 

Much nusapprehension exists as to what cost accountancy 
really involves or achieves, and it is therefore desirable to 
understand clearly the sphere of costing, and how, and to 
what extent, it differs from ordinary book-keepmg and 
accounts 

It IS obvious that when men engage in busmess they do 
so in order to obtain a profit The more simple method 
of trading is that of merchantmg, where a man buys 
ready-made goods from the makers or their agents and 
sells them at a higher pnce in order to make his activity 
profitable The method, under normal circumstances, of 
guaranteemg himself such a profit is simple, as the actual 
business routine is not comphcated, and the cost of such 
routme can easily be calculated 
Let us now consider a system of financial accountmg 
m so far as the ordmary routme of busmess is concerned, 
and assume for the sake of illustration that a trader is 
engaged m buymg ready-made suits for the purpose of 
sale In such cases, a system of book-keepmg and accounts 
will correctly record the trader’s dealmgs with his creditors, 
his debtors, and his bank It wiU also enable him to 
ascertam what money is owmg to him or what he owes to 
his creditors, the total amount of profit made at the end 
of a tradyig penod, and the amount of capital employed 
in his busmess, and numerous other figures relating to his 
financial or external transactions 

It may be, however, that the trader decides that it 
would be more profitable to manufacture all or most of 
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his hnes, aad it becomes necessary for hum to rent a bmlding 
or acquire a piece of land on which to build his works 
He will then have to buy cloth to work up into garments, 
and, in addition to this, a stock of buttons, cottons, hnings, 
stiffenings, braid, and other miscellaneous materials must 
be kept, and a supply of needles, chalk, pms, etc , must 
also be available Paper, tape, boxes, brown paper, string, 
and labels, all descnbed as paclong materials, become 
necessary 

Labour must next be hued to work the cloth into the 
fimshed product, and, m addition, there wiU be required 
cutters, who will cut out the material to the correct shape 
and size , pressers, who press the fimshed garment , a 
storekeeper, to look after the stock of materials , mechanics, 
who will attend to the machmes , also sweepers, and 
numerous other kmds of sundry labour 

A factory manager is essential, to whom the foremen, 
the warehousemen, and the storekeeper wih be responsible 

Plant and machinery must be paid for , also charges ' 
for gas, electric hght and power, fuel for heating, and 
many other items of expense Buildmgs and machinery 
will require repairs and renewals, and reserves must be 
made for depreciation 

It will now be seen that, with aU these additional activi- 
ties, there will be a correspondmg mcrease m the number 
of financial transactions, and that a system of financial 
accountancy will reqmre to be arranged to accommodate 
these changed conditions 

Fmancial accountancy, however, has developed along 
scientific Imes, so that to-day a manufacturer is as well 
provided as the merchant with all the mformation he 
requires, on the purely financial side of his business Bp t. 
j^„system_of accounts which deals only with the external 
transactions of a busmess will not meet aU the requirements 
of a manufacturing concern, and, m order to show this, 
it IS desirable' to examme bnefly the various accoimts 
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prepared from such a system at the end of a financial 
period 

Before such final accounts can be prepared, a trial 
balance is first extracted from the ledgers A Manufac- 
tunng and Trading and Profit and Loss Account must 


TRIAL BALANCE 

AT 3IST DeCBMBBR, IQ — 


Stationery 
Rent and rates 
D^reoiation — 

Plant and machinery 
Buildmgs 
Carnage 
Insurance 
Gas 


Commissions 

Royalties 

Advertising 

Debenture mterest 

Discounts 

Bank mterest 

General expenses 

Patent fees 

Catalogues 

Sundry debtors 

Bills receivable 

Land and buddings 

Plant and machinery 

Furniture and fittmgs 

Cash at bank and m hand 

Sales {less returns) 

Share capital account 
Spndry creditors 
Bills payable 
Bad debts reserve 


5.500 

39.400 

2.360 


Stock, 3i3t December, ;£2,5oo 
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then be prepared, and finally a Balance Sheet is drawn 
up The extent of this drawing up will naturally depend 
upon the size and nature of the business, but the example 
of the accounts referred to will be sufficient for our purpose 


TRADING AND PROFIT AND LOSS ACCOUNT 
Dr Foe Year Ending 31ST December, ig — Cr 



As AX 3 1ST December, 19 — 


Liabihkes 

£ 

I 

£ 

Bills payable 

1,500 

Cash at bank, etc | 

790 

Sundry creditors 


Bills receivable 

1,700 

Paid-up capital 

Profit and loss A/c 

48.000 

Sundry debtors £^,500 

3,000 

Less reserve for 


bad debts 250 





4,250 



Stocks on hand » 

2.500 



Land and buildings 

5,500 



Plant and machinery 

39,400 



Furniture and fittings 



£56,500 


£5^,500 
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The preceding accounts, when drawn up and arranged in 
sufficient detail to meet the particular reqiurements of the 
individual business, provide the manufacturer or trader 
with all the information he requires jre|arding the general 
finances of his busmess, but they are of veiy httle value 
m t he coptrol of a manufacturmg busmess, as such accounts 
do not show the co^t of any particular stage m the manu- 
facture of the final product, nor where in such stages 
there is any profit or loss Moreover, they do not permit 
prompt comparison of the estimated with the actual cost 
of manufacturmg They give no clue as to how far time 
or matenal are effiaently utihzed, or where waste is 
rampant and economies possible To ascertam the cost of 
a smgle article, process, or batch of articles it becomes 
necessary to analyse the expenditure directly mvolved m 
their manufacture m such a manner as will show not only the 
elements which constitute a complete cost, but also vanous 
other data relating to the many activities of the factory 

Objects and Advantages of Costing 
If a system of cost accountancy is to be of any real 
value to the manufacturer, it must be far more than a 
mere branch of ordmary financial accountmg Ordinary 
accountmg deals with the external transactions of a busmess 
from a purely financial pomt of view, and m aU cases in 
bulk and m terms of cash, whereas cost accountancy deals 
with the internal transactions and from the pomt of view 
of manufacture and distribution 
A costmg system must accommodate many other 
problems besides purely monetary values It must deal 
m terms of efficiency, tune, weight, volume, etc , and 
connect the manufacturmg operations with the financial 
transactions by mterpretmg the former in terms of cash 
The objects of costmg may, therefore, he stated as — 

(i) To determine the actual cost of each article, 
process, or operation 



6 


PRIMER OF COSTING 


(2) To compare the actual cost with the estimate 

(3) To provide statistical data in the form of reports and 
statistics, so that a factory can be managed on the basis 
of facts 

(4) To reconcile with the financial accounts in terms of 
true cost the expenditure incurred and charge it to 
production, distribution, and management 

The advantages derived from the use of a good costing 
system are — 

(1) The amount of profit or loss on the manufacture and 
sale of different products can be ascertamed and locahzed 

(2) By makmg it possible to compare the actual cost 
with the estimate, it enables future estimates to be pre- 
pared with more rehance, and provides a sound basis for 
estabhshmg sales pohcies and pnces 

(3) The management of a busmess is aided by the 
information made available by a good system of costmg, 
as the effiaency of each department can be exammed and 
compared with that of others 

(4) The provision of accurate and detailed costs enables 
the busmess to be managed and controlled efficiently, as 
excessive costs, waste, and unremunerative expenses can 
easily be detected and ehmmated 

Three clearly defined branches of cost accountancy have 
now been mdicated, namely — 

(r) Cost Finding, which relates to the method used to 
ascertain the detailed and total cost of any desued arfacle, 
process, or service 

(2) Cost Control, which provides, firstly, the means of 
controlhng m detail and total aU. expenditure mcmred in 
connection with production, distribution, and manage- 
ment , and, secondly, the basis for reconcihng the total 
cost with the financial accounts 

(3) Cost Estimating is the predetermmation of the 
probable cost of an article, process, or service when 
mcurred under given conditions 
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Methods of Cost Finding 

The particular method of cost finding used depends 
upon the nature of the industry and the class of product 
made The output has to be measured and the mode of 
measurement depends absolutely on the form of the pro- 
duct and its method of manufacture The cost of the 
output may have. to be reckoned by the piece, pound, 
dozen, barrel, yard, article, etc , and by takmg one of these 
classifications and using arithmetical figures, the total can 
be obtained In some trades the umt might be the article 
or batch of articles produced, a piece of machinery, a 
complete job or order, as m an engmeenng works or a 
general repair shop, and, in some cases, m foundnes The 
umt m the case of builders or contractors would be the 
completed job or contract An electric supply company 
would require the Board of Trade unit or kilowatt hour 

In other trades the umt may be related to the '' process,” 
as with chemicals, tanning of leather, flour, bricks, and 
cement, etc 

Various methods of cost finding are used in practice, 
but these may be convemently grouped under three mam 
headings, i e — 

(1) Job costing 

(2) Process costmg 

(3) Operative undertalong costmg 

(1) Job Costing, which is very often referred to as the 
order method, is used when all the various items are 
charged to a specific order, which may he for one or a 
quantity of articles or for a particular operation 

With this method, the amount expended on labour and 
matenals is charged to a particular order number, together 
with its slyire of expenses, and the sum total constitutes 
the cost of the job, order, or operation 

(2) Process Costing is employed m cases where there is 
a variety of processes or operations before a completed 
product IS turned out, and where it is necessary to find 

s-(iS55) 
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the cost of each variety of operation This method is 
particularly necessary where by-products naturally occur, 
or where one article out of a batch loses its identity diirmg 
the process of manufacture By this method comparison 
of the costs of different operations is possible, and prices 
at each stage can be fixed Process costing is used m 
most food producing factones, chemical works, and in the 
manufacture of paint, etc 

(3) Operative Undertaking Costing is the essential 
method where services are rendered rather than goods 
produced A smgle measurement demonstrates the work 
performed, though it may vary in kmd, as when a railway 
company reckons work performed as per ton mile or per 
passenger mile, etc , or an electric supply company per 
Board of Trade umt or kilowatt hour Operative costs 
render possible the costing of transport undertakings and 
other pubhc utihty concerns, such as water works and 
gas works 

Many other terms are often used to denote a method of * 
costing, but all of them relate to one of the above For 
mstance. Single or Output Costing is a term often used 
to denote the method of costing employed m such businesses 
as supply one rather than many products, and where it is 
desued to find the actual or average cost of one unit, 
weight, measurement, or contamer, as per ton, per yard, 
per 1,000 backs, or per sack of flour 

Such a term, however, merely refers to the ]ob or process 
method of costmg Most manufacturmg busmesses use 
either the ]ob or process method, or a combmation of the 
two, when departmentalization or a division mto processes 
is usual or desirable 

Departmental Costing is a term used when*t is desired 
to ascertain the cost of the output of each department 
separately when a standard article or process only is made 
The method used m such cases is also the ]ob or process, 
or a combmation of the two 
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Terminal Costing refers to the ascertainment of the 
cost of carrying out a contract such as the erection of 
buildings, bridges, or ungation schemes, etc This method 
of costmg IS the same as the job costmg system 

Multiple Costing relates to the system used m such 
busmesses as make a variety of goods which differ both m 
value, m kmd, and In the number or variety of processes 
necessary for completion These accounts are based on the 
job costmg method 

Elements of Cost. 

To employ any of the above methods of costmg it is 
necessary that money expended be analysed according to 
its use This analysis firstly takes the form of segregating 
expenditure under the heads of — 

(1) Materials' 

(2) Labour 

(3) Expenses 

Such are known as elements of cost, and the sum of 
these elements comprises the total cost The groupmg of 
these elements has been indicated by inserting on the 
left-hand side of the specimen tnal balance the totals of 
the respective groups 

Relation Between Cost Accounts and Financial 
Accounts 

It has already been stated that one of the objects of 
costmg is to reconcile with the financial accounts m terns 
of true cost the expenditure incurred and charged to 
production, distnbution, and management It is therefore 
necessary that a suitable method of reconcihation and 
control of each element of cost be used This is effected 
.by means of " control accounts," which are accounts that 
comcide with the three divisions mentioned above The 
Chart (Fig i) clearly illustrates the connection between 
the three cost control accounts, representmg the three 
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elements of cost, and the source from which the figures are 
obtained in the financial books of account 

Costing Terms 

To render the subject clear and exphcit, it is desirable 
at this point to define the more usual terms employed in 
costing Costing terminology has been so loosely apphed 
in the past that considerable difliculty often exists when 
it IS necessary to define a particular term 
For instance, the word Cost is very frequently used, and 
it may refer to the cost of manufacturing only, or the cost of 
selhng and distnbuting the goods, or it may be used to 
indicate the total cost of manufacturing, seUmg, and 
distribution Owing, therefore, to the very wide mterpre- 
tation placed upon this word, it should never be employed 
unless qualified m some particular way 
Many other terms are given an equally wide meaning, 
such as Oncost, Overheads, Burden, etc , but all of 
these relate to one particular element in costs Such 
terms do not indicate the nature of the item in question, 
and it IS recommended that the term Establishment 
Expense should therefore always be used 
Total Cost is the sum of all items of expenditure 
incurred to produce, manufacture, and distribute any 
commodity, or to render a service 
Works Cost is the sum of all items of expenditure 
incurred m the manufacture or production of any com- 
modity, 1 e the works cost of matenals, labour, and 
expense (Cost of production and factory cost is sometimes 
used when referrmg to works cost ) 

Prime Cost is a part of the works cost and comprises 
direct materials and direct labour only * 
Establishment Expense is the term used to denote all 
the indirect expenses mcurred m mnmng a busmess both 
m the works, offices, branches, and other commercial 
departments, etc 
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Works Expense is a sub-division of establishment 
expense, and is the term used when referring to all items of 
expense which have been incurred in the works proper 
Sales Expense is the term used when referring to all 
the expenses incurred in connection with the selhng and 
distnbution of a firm’s products Sales expense is also a 
sub-division of establishment expense ' 

CHART SHOWING COMPONENTS OF TOTAL COST 
AND SELLING PRICE 
Direct Materials ) Prime ' 

I =. Cost 

Direct Wages ) + =» Works 1 

Cost _ Total 
Works Expenses d" j 

Sales Expenses 1 + «= 

Profit [or Margm) 
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HOW A COSTING SYSTEM WORKS 

Consider hi the first place a business which may be 
mahng and selhng, say, a line of six or more articles, and 
whose ordmary financial accounts show the results of its 
trading in total 

If the nature of the busmess is such that there are 
SIX separate departments, and each department is self- 
contamed and only makes one of the articles referred to, 
then a system of book-keeping and accounts could be 
arranged to give a separate manufacturmg and trading 
account for each department In this special and excep- 
tional mstance, it would be possible for the manufacturer 
to ascertam the amount of profit made on each line or 
department and to regulate his selhng prices whenever it 
became necessary to meet competition It wiH be seen, 
however, that under these special conditions the selhng 
pnce could only be adjusted so long as there was a sufficient 
difference between the total cost and the selhng pnce 
If this margm is found to be insufficient, according to the 
knowledge of total expenditure which his present account- 
ancy system gives him, but pnces must be reduced in 
order to create or maintain a market, it becomes necessary 
to employ a system of cost accountancy in order that the 
manufacturer shall know an^ ho®,, CQsts^ can^ be 

reduce ^ pp each item 

To Imow the total cost of an article m such a case will 
not be sufficient, because it will not mdicate which item of 
cost IS excessive or where waste is prevalent A manu- 
facturer, therefore, must know not only how much he has 
spent on materials and wages, but must be informed of 
13 
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the values of each class of material used, the extent of 
scrapped or spoilt work, and the various kinds of labour 
used in making the article, as without such mformation 
he cannot decide whethei the use of cheaper materials is 
possible or a change m the method of making is more 
economical, or if costs can be reduced by changmg or 
modifymg the existmg designs 

Requirements of Modern Industry. 

It would appear from the above that a system of cost 
accountancy to meet aU his requirements will be of a very 
comphcated and difficult character, but as the working of 
an accurate system can be an example of simplicity itself 
and still provide the manufacturer with all the information 
he requires, we will briefly examme such a system m order 
to demonstrate how a costmg system can fulfil the 
requirements of modern industry 

Contmmng with the class of busmess already given in 
Chapter I, let us assume that the manufactunng concern 
IS making " ready-made ” clothmg Such a firm will 
probably make its seasonal “ stock ” hnes it may also 
manufacture specially designed garments for special orders 
or for export, and it may also be necessary to make up 
sample garments to try out new markets or to enable a 
factor to put a new hne on the market 
The requuements of such a busmess in regard to its 
mtemal organization would be similar to that already 
descnbed in the previous chapter, and all pajmients for 
matenals, labour, salaries, and other charges could, as was 
shown m the specimen account on page 4, be charged 
en bloc agamst the total sales for the penod 
It IS true that such a total of debits would give us the 
total cost of the busmess for a year, but it has already 
been pomted out that such information is qrate madequate 
for a manufacturmg concern Let us, then, see how a 
costmg system works to make good the deficiencies 
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Manufacturing and Stock Orders. 

It follows from the description of the trade done that it 
IS necessaiy to identify the different batches of work 
gomg through the factory There will be Stock Orders, 
or orders for quantities convenient to control (1 e as large 
a quantity as it is economical to make in one hatch , if 
too large, production drags on too long and control is 
lost , if too small, the workman does not get a good 
" run ” on the work) These stock orders refer to ordinary 
hnes 

There wiU also be manufacturing orders (generally known 
as Works Orders) corresponding to the customers’ orders 
received There should be one such order for every hnd 
of garment ordered, thus the customer’s order received 
may be spht up into items dehvered '' ex stock,” and items 
to be made up specially 

Issues of Materials. 

As soon g.s the works order is sent mto the factory, the 
cutting room estimates the quantity of cloth required on 
an Issue Note (the term “ Issue Note ” is chosen to describe 
that particular form of requisition which authorizes the 
issue of materials from stores for production) 

'The storekeeper who looks after the cloth does not cut 
off the actual amount required, but issues a “ piece ” 
On the Issue Note is recorded the works order number for 
which the cloth is required The cutters lay the pattern 
on the cloth and cut out the garment, and then mark on 
the Issue Note the actual quantity of material used The 
remamder of the “ piece ” is then returned to the store- 
keeper, together with the Issue Note 

Recording Labour. 

Meanwhile the time which the cutters have spent is 
recorded on a Time Card, or Time Sheet, which will also 
have mserted upon it the works order number 
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The cut garments are then passed to the makers with a 
Piece Work Note written out by the foreman’s clerk, 
statmg how much will be paid for the work to be done 
Again the works order number is quoted At the same 
time the foreman selects the buttons, etc , from the small 
stock which he keeps under his own control, the issues 
from stores in bulk being charged to 'his department and 
not to the separate works ordeis When the work is done 
the foreman signs the Piece Work Notes and Time Cards 
and sends them to the pay office, so that the men's pay 
can be made up 

The clerk makes out a Delivery Note, and this goes 
with the garments to the warehouse Here the works 
order number enables reference to be made to the customer’s 
or stock order, and the warehousemen dispose of the 
goods accordmgly Some of the batch will probably be 
put mto stock and recorded on Bin Cards, and some will 
be sent straight away to a customer 

Function of Cost Finding. 

Let us now see how the function of Cost Ftnding is 
performed 

(1) All the Issue Notes referring to the works order are 
collected They form the voucher for crediting the Stock 
Account (i e the stores) with the value of matenals issued 
and debited agamst the works order 

(2) All the Time Cards and Piece Work Notes beanng 
the works order number are collected They form the 
vouchers for crediting the Wages Account in the Cost 
Ledgers and debiting the works order with the labour cost 

(3) An estimate, prepared by the works manager’s 
department, of the buttons, cotton, stiffemngs, etc , used 
on a smgle garment is used as a basis for chargmg the total 
cost of the “ mduect matenals ’’ used on the works order 
This will form the basis for creditmg the department 
which made the goods with the value of the indirect 
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matenals used thereon (they having been debited with the 
bulk issued, which, in turn, was credited to Stock Account 
in the Cost Ledger), and debiting the works order 

(4) A charge is made, based upon some logical method, 
to cover the expenses mcurred, other than those under 
(i), (2), and (3) This charge is a debit to the works order 
and a credit to the Expense Account in the Cost Ledger 

(5) By addmg the debits made under (i), (2), (3), and (4), 
the works cost of the batch of garments made to that works 
order is " found," but " cost finding " has other work to 
do We must find the correct figure for the " charge ” 
to be made under (4) 

(6) This IS done by eshmatmg the normal total of all the 
mdirect expenses (1 e the establishment expense) for the 
year, and by dividing this total by a dmsor based upon 
the output which corresponds to the " normal ” output 
of the factory This divisor may be the number of gar- 
ments made or the total duect labour costs for the year, 
or the total productive hours for the year Whichever 
method is used, the quotient is the basis for making the 
charge required, (4) This parhcular work is perhaps the 
most difficult of the cost department 

(7) The cost m the warehouse of the packing must also 
be " found," similarly to (6), and we thus arrive at a charge 
for packing which must be added to the total works cost 
to find the profit on a sale 

(8) Similarly, the cost of the mduect labour must be 
" found " by usmg what is known as " standmg " orders, 
and by collecting the Time Cards for these , we have now 
another credit to the Wages Account m the Cost Ledgers 
and a debit to the (Estabhshment) Expense Account also 
m the Cost Ledger 

Function of Cost Control. 

We now enter the domain of Cost Control 

(9) By summanzmg our issues of materials we are in a 
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position to estabhsh a balance between purchases of 
materials and the issues from stores, and also to ascertain 
the amount of stocks on hand , thus we can immediately 
check any waste or pilferage of matenal 

(10) By summanzmg all a man’s Time Cards, we can 
balance these agamst his wages, and by siimmanzing the 
wages by departments we can balance these against the 
pay roll Hence, any incorrect charges or costs can at 
once be detected, departmental estimates checked, and 
costs proved 

(11) By summanzmg all the expenses charged to cost, 
we can compare the amoimt of (Establishment) Expense 
recovered in our costs with that actually mcurred Any 
difference is canned forward to a Suspense Account (which 
should, of course, show a zero balance at the end of the 
year if the work under (6) has been correct) At any time 
we can compare our estimate with the actual m detail, and 
can see how we are recovering our estabhshment expense, 
a most important point 

Reconciliation of Cost Accounts and Financial 
Accounts. 

We are now in a position to account m detail for every 
penny expended mside the factory for labour (wages), 
matenals (purchases), and expenses (other disbursements), 
and to balance our stocks and total cost of production with 
the totals of wages, purchases, and impersonal Ledger 
Accounts m the financial boolcs 

A good system of costing does not work on the basis of 
supposition or guesswork, but is concerned with the 
recordmg of actual facts relating to production, distnbu- 
tion, and management The efficiency of any method of 
costmg will therefore depend to a very great extent upon 
rehable sources of mformation 

We have seen that the three factors which enter into the 
cost of a product are grouped under the mam headings of 



20 


PRIMER OF COSTING 


matemls, wages, and expenses, and the Chart (Fig 2) is 
given to illustrate how these elements of cost are dealt 
with in a system of costing 

Having reviewed the objects and advantages of costing, 
and also seen how a system of costing works, we are now 
m the position to examme each of the elements m order 
to see in greater detail how they are dealt with, and the 
amount and value ascertained and charged to each article, 
order, or process 



CHAPTER III 


ACCOUNTING FOR MATERIALS 

The merchant or manufacturer who does not keep a 
detailed record of stocks must rely upon his financial 
accounts to provide him with any data in regard to the 
value of goods or matenals on hand or sold during a period 
In such a case the amount of stocks would be obtained by 
makmg an actual count of all items on hand and pncmg 
the hst at current market pnce or cost pnce, wbch- 
ever is the lower This process has to be earned out 
at the end of each tradmg penod in order that the usual 
Tradmg and Profit and Loss Account, etc, can be 
prepared 

The correctness of the value so arrived at depends 
entirely upo’n the accuracy with which aU the items m 
stock have been counted or weighed, upon no item having 
been madvertently omitted, and upon no errors havmg 
been made in pncmg Errors in the extending and the 
adding of the hst must be guarded against 

If it IS then desued to know the value of goods or matenals 
actually sold, the figure is obtained by addmg to the value 
of stocks at the commencement the total purchases made 
dunng the penod, and from the total of these two items is 
deducted the value of stocks which are still on hand The 
difference is assumed to represent the value of the goods 
sold 

With the above method m use, the merchant or manu- 
facturer does not know by how much his stocks have 
depreciated m value dunng the year, nor will it teU him 
how much waste or pilferage has occurred, because the 
figure required is only arrived at by inference A simple 
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description will serve to illustrate this point Taking our 
figures from the Trial Balance on page 4, we have — 

Stock at commencement £3,000 

A dd purchases 7.500 

£10,500 

Deduct stock on hand at end of period 2,500 

Value of matenals sold is assumed to be £8,000 


It must be pointed out, however, that the above method 
will enable us to ascertam within certain limits the total 
value of materials or goods consumed over a period, but 
what we specially require to know is the value of goods 
sold, and it will readily be agreed that this cannot be 
ascertained simply by inference Furthermore, we must 
also know how much material has been wasted or spoilt 
dunng manufacture, the amount of shnnkage in stock, 
and how much has become obsolete 

Stores Accounting and Control, 
v-' A system of cost accounting is concerned with facts, not 
inferences If, therefore, a proper record is to be made 
of aU receipts and issues of stocks, an efficient method of 
stores accounting and control becomes necessary 
i-/Before proceeding with a detailed consideration of stores 
accoimtmg, it may be well to note that the matenals 
purchased by a manufactunng concern may be utihzed in 
two ways They may be worked upon for the specific 
purpose of changmg the form or shape ,^or combimng with 
other matenals m order to produce a saleable product 

Direct Materials. 

Matenals for the former purpose are known as Direct 
Materials, and the manner m wluch they are used is such 
that they can be correctly measured and charged direct 
to the ]ob, order, or process • For instance, m the case 
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of a business engaged in the making of smts, the quantity 
of matenal and hnings used can easily be ascertained, and 
the correct quantity charged to an order for one suit or a 
batch of suits 

Indirect Materials. 

There are, however, certain other materials which cannot 
be so easily measured and charged direct to the order, but 
which are necessary if the workmen are to complete their 
tasks Such materials are known as Indirect Materials, 
and, in the case of the “ready-made” clothing business, 
will mclude cottons, braid, stifiemngs, pms, chalk, buttons, 
etc In addition to these, there wiU be various other items 
which are used to mamtam the plant in good runnmg 
order, such as beltmg, oil, grease, cotton waste, etc , and 
as these cannot be charged as a general rule to any specific 
order, '^they are aU classified as mdirect matenals 
Direct matenals may therefore be defined as — 

Matenals which can be convemently measured and 
which cafi be directly chargeable to the cost of the 
product , 

and indirect matenals as — 

Matenals which cannot be conveniently measured and 
cannot be directly chargeable to a product, but only 
apportioned according to some logical method 
The consideration of matenals as an element of cost will 
(fall under the following headings — 

(1) Receiving and stonng 

(2) Issues from stores 

(3) Recordmg in costs 

(1) Receiving and Storing. 

We have seen from the Chart (Fig i) that the cost 
department is debited with the values of all purchases of 
matenab direct from the financial accounts, and m order 
that we shall be able to keep track of all the items after 
3— (1S35) 
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they have been received into the stores, there must be 
provided some means of recording both values and 
quantities 

There are, generally, three separate records m this 
connection , firstly, a record of the values of matenals, m 
order that we can account for all purchases made (1 e 
Stores Account in the Cost Ledgers) , and, secondly, there 
will be two separate records of quantities — one which is 
kept in the cost department to enable a check to be made 
on all stores received and issued (Stock Record Card), and 
another with which the storekeeper is provided, so that he 
has a record of all the items he handles in his stores (Bin 
Card) 

It will be remembered that in Chapter I three clearly 
defined branches of cost accountancy were mdicated, and 
bearing m mind that a system must not only find the 
detailed and total cost of an article or process, but also 
provide the means of control and reconciliation with the 
financial accounts, we commence to effect this reconcilement 
by usmg the actual figures from the financial books 
With a system of book-keeping and accounts, all purchase 
invoices are entered into a Purchase Day Book or Journal, 
and at the end of each month this book is " ruled off,” 
and the totals posted to the General or Nommal Ledger, 
as follows — 

Dr Purchases Cr Sundry Creditors 

Credits or allowances for goods which have been returned 
to the supphers as defective or not up to standard are 
entered m a Purchase Returns and Allowances Book, and 
the totals posted as a debit to Sundry Creditors and a 
credit to Purchases Account 

We therefore make use of these totals, 1 e the total debits 
less the credits, and open a Stores Control Account m our 
Cost Ledgers by means of the folio wmg Journal entry — ( 

Dr Stores Control Account Cr Purchases 

The Cost Ledgers have now been opened on the double 
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entry principle, and if the Purchases Account is regarded 
as an " Adjustment Account,” the Cost Ledgers will be 
“ self-balancing '' 

The Stores Account will not be concerned with quantities, 
as its chief purpose is to provide a check on the value of aU 
materials received and issued, and also to show at any 
time the values of stocks on hand 

The process of transfemng the actual amount of pur- 
chases IS repeated each month, so that at the end of the 
year the total amount charged to the Stores Account m 
the Cost Ledgers wdl agree with the total value of purchases 
made as shown m the Trading Account Having debited 
our Cost Accounts with the values of materials that have 
been received, we shall now proceed to examine the methods 
generally used for recording quantities, and so complete 
the analysis and check of ^ matenals received and 
consumed in manufacture 

Stock Record Card. 

The most convement method for recording ttie quantities 
of each item is by means of a card system or a loose-leaf 
book 

In those businesses where the number of individual items 
IS small, a loose-leaf Stores Ledger will sometimes meet 
all requirements, but where there is a large number of 
items and the records are in constant use, cards are more 
suitable 

A specimen of a Stock Record Card which is kept in the 
cost department is given (Form No i), from which it will 
be noted that a full descnption of the material is mserted 
at the head of the form, together with the number of the 
bin or rack m which the matenal is contamed. or stored 

It will be remembered that our Stores Account is debited 
with the values of materials purchased at the end of each 
month, but as we shall be receiving goods almost daily, 
and as all or some of the materials may be issued for 
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manufacturing purposes before the end of the month, it 
becomes necessary to make provision for recording all 
receipts, so that the Stock Record Card can be wntten up 
immediately the matenals are received mto the stores 
As the matenals are received by the storekeeper, a, 
record is obtamed by makmg an entry mto a Goods 
Received Book of the quantity and descnption of the 
orm No 2 
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BIN CARD 

Dbscription 


Daie 








Max 



Req No 
and 
Date 

In 

Out 

Balance 

in 

Stock 

Req No 
and 
Date 

In 

Out 

Balance 

Stock 







1 



Sue 8' X s' 


matenals, by whom supphed, and any other necessary 
mformation 

The Goods Received Book is usually ruled m duplicate, 
so that at the end of each day the sheet can be tom out 
and sent to the office, when it is then available for checking 
the purchase invoices 

We therefore make use of the Goods Received Book 
and post to our Stock Record Card particulars and 
quantities of aU matenals received 
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Bin Card. 

On receipt of the materials in the stores, the storekeeper 
will place them in the bin or rack so that they will be 
available for use when required, and will then enter on his 
Bin Card (Form No 2) the quantity in the " In ” column 
and adjust the “ Balance ” column 

The Bin Card is hung on a hook outside each bm or 
rack, as this card must be available for entry whenever 
goods are placed in or taken out of the bin 

(2) Issues from Stores. 

The goods having been placed in stock, and a proper 
record made on both the Stock Record Card and Bin Card, 
we will now see how a record is made of all issues 

Stores Requisitions. 

With a well-organized stores the storekeeper is never 
allowed to issue any materials unless an older in wntmg, 
signed by a responsible works ofiicial, is presented to 
him A specimen Stores Reqmsition is given (Form No 3), 
from which it will be noted that, in addition to describing 
the quantity and nature of materials, the works order 
number for which the goods are required is quoted 

A Works Order is a written instruction which is issued 
by the works manager to his foreman, authorizing the 
manufacture of one or a quantity of articles With a 
system of job costing, our object is to ascertam the cost 
of each Works Order, 1 e each job The cost department, 
therefore, opens an account for each Works Order issued, 
so that, as and when we have collected all the items of 
materials, wages, and expenses for the particular order, 
we can post the amounts to the accounts and so amve at 
the total cost of the job 

The storekeeper, on receipt of a Stores Requisition, 
issues the matenals and then enters on his Bin Card the 
date and requisition number, also the quantity given out 
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m the “Out” column, and adjusts the figure in the 
“ Balance ” column He then initials the Stores Requisi- 
tion and sends it to the cost department On receipt of 
the Stores Requisition in the cost department, the stock 
record clerk refers to his card bearmg the same bm number 
as that stated at the foot of the requisition (which was 
inserted on the requisition by the storekeeper at the time 
of the issue of goods) and then books out the materials m 
the " Out ” column He next inserts on the Stores 
Requisition the price of the matenals, which figure he 
takes from the left-hand columns of his Stock Card 

It must be noted that the only object of inserting on 
the Stock Record Card the pnce at which the goods were 
originally purchased is simply for the purpose of pncmg 
our stores reqmsitions As and when orders are placed 
for matenals, the office copy is passed on to the cost 
department, so that a record can be made of the date and 
price at which the matenals have been bought, 

(3) Recording in Costs. 

There has now been effected a complete record of the 
movement of aH matenals in quantities up to the point 
where they are given out for manufacture, and at the 
same time we have provided the basis for checking such 
issues and the balance of stock that should be on hand at 
any time (Note that we are now only concerned with 
duect matenals, as the treatment of indirect matenals will 
be considered in a later chapter deahng with induect 
expenses ) 

We have yet, however, to provide the figures for creditmg 
our Stores Account m the Cost Ledgers with the values of 
matenals issued for manufacture 

Pricing Stores Requisitions. 

It will be remembered that after the cost department 
had recorded the " quantity ” issued on the Stock Record 
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Card, the pnce of the materials was then mserted on the 
Stores Reqmsition This priang of the Stores Reqrusition 
does not present any difficulty so long as all materials 
have been bought at the same price, but should each 
purchase be made at a different price, we must deade how 
and at what figure the reqmsition is to be pnced 
Whenever it is possible to keep a record of matenal by 
lots, they should always be figured at their ongmal purchase 
pnce The system already descnbed enables this to be 
done, and a simple illustration will explam the method of 
pncmg all stores issues at their ongmal purchase pnce. 


Ordered and Received jj Stores REQinsmoMSj 


Date 

Quantity 

Pnce 

Date 

Quantity 

Price 

June I 

400 j 

2/- 

June 2 

250 

2/- 

.. 15 

600 

2/3 

.. 5 

.. 17 

19 

100 

150 

400 

1 

2/- 

50 at 2/- 
100 at 2/3 

2/3 


Beating m mmd that cost accountancy is only concerned 
with recordmg conditions as they actually exist, and not 
with estimatmg them, it follows that any method of 
pncmg matenals which has for its basis the averagmg of 
the purchase pnce, will prevent us from amvmg at the 
true matenal cost It wiU, therefore, be seen that the 
actual purchase pnce is very necessary where the pnces 
of matenals fluctuate violently 

Ghargmg,Materials to Jobs. 

From the Chart (Fig 2, page 18) it wiH be observed that 
all Stores Requisitions for each Works Order must be 
charged to the Cost Account bearing the job or works 
order number, which is necessary if the cost of matenals 
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used on each order is to be ascertained This charging of 
materials in our individual job costs could be done simply 
by taking each Stores Requisition as it is received in the 
cost department and posting the values to the particular 
works order number 

When a large number of separate orders are dealt with, 
this method would be far too expensive, on account of the 
large amount of clencal assistance that would be required , 
therefore, a considerable amount of time and labour would 
be saved if the requisitions were dealt with at the end of 
each week or month by summarizing them under their 
works order numbers on to a sheet and then posting the 
total of each summary to the Cost Account in the Job 
Cost Ledgers 

Job Cost Ledger 

A specimen sheet of a Job Cost Ledger is given (Form 
No 4), which, it will be noted, is specially ruled so that 
the detailed costs of each order can be tabulated, and the 
total of each element shown separately The front of the 
sheet contains particulars of the labour cost and an 
analysis of the workmen’s time On the back is noted the 
descnption and quantities of the materials used 

Reference has now been made to two Cost Ledgers, and 
each serves a special purpose One contains the details of 
the cost of all work done (the Job Cost Ledger), and the 
other (the Cost Ledger) contams all the Cost Control 
Accounts, which are the connecting hnk with the ordinary 
jBnancial books of the concern 

Crediting Stock Account. 

In order to complete the entnes m connection with our 
Stores Account m the Cost Ledger, we have yet to credit 
this account with the values of materials issued 

The actual method used will be settled by the size of 
the concern and the number of the Stores Requisitions 
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that have to be dealt with For instance, with the smaller 
business the requisitions each day or week could easily be 
collected and summarized on a " Matenal Summary Sheet,” 
and the total value of matenals issued for the period 
obtained 

This method would not be suitable with larger concerns 
on account of the number of items which occur One 
could here either make use of the summaries already 
prepared m connection with the matenals used on each 
Works Order by summanzmg the totals charged to each 
]ob for the period , or, alternatively, the requisitions could 
be very quickly dealt with by passmg them through a 
mechanical addmg and listing machine 

Havmg ascertamed the total value of matenals issued 
by any of the above methods, a Journal entry can now be 
made out, creditmg the Stock Account and chargmg a 
Work-in-Progress Account, as follows — 

Dr Work m Progress (Matenals) Account 

Cr Stock Control Account 

It Will now be seen that if our Stock Account is " ruled 
off" after making the above entry, the figure brought 
down will represent the value of the matenals which are 
on hand Such a figure (easily ascertained) makes it 
possible for a manufacturmg concern to prepare its monthly 
accounts with more accuracy than when values of stocks 
are estimated, which is generally the case when Cost 
Accounts are not m use 

Work-in-Progress Account. 

When joumahzing the value of matenals issued, the 
effect was simply to transfer the values from the Stock 
Account to another account, called a Work-m-Progress 
Account, both of which are contamed m the Cost Ledger 
This transfer of value from one account to another comcides 
with the transfer of matenals from the stores to the works 
for manufacture 




i. 
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The Work-m-Progress Account (of which Form No ii 
on page 72 is a specimen) is an account charged with all the 
expenditure m materials, wages, and expenses The object 
of employing such an account is to assist m controlling this 
expenditure whilst the work is being performed in the 
factory, and to enable ascertainment of the value of work 
that IS passing through the factory at any time Therefore, 
as and when a particular job or Works Order is completed, 
we credit this account and charge to our Finished Stores 
the works cost of the goods that have been made The 
Work-in-Progress Account will, therefore, only contain 
figures which relate to the work that is actually m progress 

Maintenance of Stock. 

As the manufacture of goods proceeds, and the storekeeper 
contmues to issue matenals each day, it is obvious 
that some provision must be made for replenishmg his 
stocks In the case of standard or general stock hnes, 
1 e those materials winch are always m daily demand by 
the factory as opposed to any special items that are only 
required to fill a customer’s particular order, there is fixed 
a MAXIMUM quantity for each item which should be in 
stock at any time, and also a minimum quantity, le a 
quantity below which the stock should not be allowed 
to fall 

The maximum and minimum figures are entered m the 
space provided on both the Bin Card and the Stock Record 
Card, so that immediately the storekeeper observes that 
any of his stocks have fallen to the immmum (or re-order 
quantity) he sends a note to the cost department, requestmg 
that a further quantity be ordered, and so prevents his 
stock completely runmng out This note, which is generally 
referred to as a Purchase Requisition, is checked with 
the Stock Record Card, and if the two records agree, the 
Purchase Requisition is then passed on to the purchasing 
department for their attention 
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Perpetual Inventories. 

With the method of stores accounting in use as descnbed 
above, one will often find that the annual process of taking 
stock is dispensed with, and in place thereof is adopted a 
method of continuous check of stocks With this method, 
which IS also known as “ Perpetual Inventories. " the 
storekeeper is allotted a fixed number of bins which have 
to be counted and checked each day, so that at least once 
m each year the contents of CVeiy bm in the stores are 
counted and the actual quantities on hand checked with 
the Bin Card and Stock Record Card A further check is 
also made at the time, when the storekeeper notes that any 
item of stock has reached the re-order q uantity Should, 
therefore, any difference be discovered' between the 
quantity m stock and that shown on the Bm Card and Stock 
Record Card, the necessary adjustments are made at the 
time the Purchase Requisition is passed by the Stock 
Record clerk 

Whenever a Bin Card has to be conrected,, the same 
alteration has to be made on the Stock %!Cord Card as 
well, and in order to ensure that this is done, the store- 
keeper should not be allowed to alter any of his Bm Cards, 
but instructed to pass them on to the Stock Record clerk, 
who can then effect the necessary adjustments of both 
records 

Stores Losses and Shrinkage. 

The rectification of Bm Cards and Stock Record Cards 
wiU entail an entry in our Cost Ledger to adjust the values 
of our Stock Account, and m those cases where the quantity 
of stock on hand is found to be less than that stated on 
the Bin Cards, etc , the entry wiU be a credit to Stock 
Account and a debit to a “ Stope Losses and .STj rn p lfage 

The Stores Losses and Shrmkage Account is an account 
to which IS charged any loss due to the breaking up of 



38 


PRIMER OF COSTING 


bulk matenals for issue in small lots, as would have to be 
done in the case of a keg of nails, gross packets of screws, 
nvets, etc , and in making allowances for the “ turn of the 
scales ” when weighing out quantities of matenals such as 
brass strip or other metals, solder, etc , in the engineenng 
trades, and glue in the cabinet making industry 
Manufactunng concerns who have their stores organized 
upon the above prmciples are m a position to place a 
check upon the consumption of all matenals and to locate 
and ehminate waste In fact, they give as adequate a 
control over matenals, or money m another form, as do 
the accounts in the financial ledgers and actual cash 
receipts and payments 



CHAPTER IV 

ACCOUNTING FOR LABOUR 


The treatment of labour as an element of cost will follow 
slightly difierent hnes from that already descnbed for 
materials in the previous chapter In the first place, 
provision must be made for recordmg the a^endance of 
each workman at the factory for the purpose of ascertammg 
the amount of wages that has to be paid to him at the end 
of each week 

Secondly, there must be provided a smtable method of 
control of , values, as was done with matenals, so that all 
money spent in wages each week can be controlled and 
reconciled in total with the financial accounts 

Thirdly, a record has to be made of the detail ed time s 
each workman has spent on a separate Works Order, so 
that the laliour cost of each job or process may be 
ascertained 

It will be observed from the above that there are two^ 
separa te records of time and one of total value for the 
pi^^e of control only The two records of time are 
quite separate and distmct, the ficrst formmg the basis for 
compihng the pay roll or wages book at the end of each 
week by using what are known as G ate Car ds, and the 
other is an analysis which is obtained by the use of Jo^ 
Cards for charging mdmdual costs with the correct amount 
of labour expended thereon These two records, however, 
are so arranged that an effective check is provided on all 
work done, and in those cases where a manufacturer pays 
his workman a bonus for good work in addition to his 
ordinary pay, a Job Card is used to provide the necessary 
data 

4— (1855) 39 
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Time Recording. 

The method of recording the time a workman spends 
m a factoiy has undergone many changes Years ago it 
was the custom in many industries for a watchman to note 
m a Time Book the time and the name of each workman 
on entenng the premises, and to send this record to the 
wages clerk once each day for entering mto the wages book 

Time Book. 

This method, however, was not satisfactory because it 
relied too much upon the human element So long as the 
watchman could remember the names of all employees, he 
had very httle difficulty m compihng his records, and, 
provided no one challenged the correctness of his records, 
everythmg appeared to be running smoothly , but if a 
workman happened to be a minute or so late, it was then 
the rule to deduct half an hour’s pay from his wages 
As and when deductions were made for bad time-keeping 
the workmen would invanably dispute the, accuracy of 
the watchman’s records Consequently, this method soon 
fell mto disrepute 

Metal Checks. 

A method which was thought to be an improvement 
upon the above was to provide each workman with a 
numbe red br ass (Aeck These checks were arranged m 
numencal sequence upon time boards placed outside the 
gatekeeper’s offtce As each workman entered the factory, 
he hfted his numbered check from the board and dropped 
it into a box near by, and then proceeded to his bench or 
machine At a stated time, usually two minutes after 
startmg tunes, the box contaimng the checks was removed 
by the gatekeeper and the numbers on each check entered 
into a time book The numbers on the checks remaimng 
on the time board, representmg the absentees, were then 
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entered on a separate sheet and both records sent to the 
wages clerk for compihng his wages book 
This method, however, was found to be as imrehable as 
the former Disputes arose in many instances which could 
rarely be settled to the workman’s satisfaction, owmg to 
the absence of a rehable wntten record of the tunes he 
entered and left the works It was not uncommon also 
for a workman to " lift ” his absent fpcnd’s check from 
the board and drop it mfo "the box with his own, thus 
registenng the attendance of absentees 
Various other methods were introduced from tune to 
time, but aU of them were marked by the same difficulty, 
namely, the absence of a rehable and indisputable record 
made by the workman himself 

Mechanical Time Recorders. 

Eventually, mechanical time recorders were mtro- 
duced, and it is now recognized that a mechanically 
pnnted record of arrival and departure is necessary if an 
indisputable and accurate record is to be obtained 

Gate Cards 

With this method each employee is pro\nded with a 
form, known as a Gate Card, upon which he records the 
time he enters and leaves the factory The workman can 
see each registration when made, thus estabhshing con- 
fidence and pi eventing dispute A specimen Gate Card 
IS given (Form No 5), from which it wiU be noted that 
there is mserted at the top of the card the workman's) 
name and bis clock number, together with the date of! 
the " pay week ” The ” times ” are registered upon the 
body" of the form, and at the foot is a summary of the 
workman’s pay for the week 
We will now see how these Gate Cards are dealt with 
m the factory, and for the purj^ose of illustration it will 
be assumed that the works employ 50 workmen, and that 
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each one is paid on the day rate system, i e he receives so 
much per hour for every hour worked, irreqiective of the 
quantity of work he does The pay week commences, 
say, on the Thursday and ends each Wednesday, and all 
wages are paid on the foUowmg Fnday The wages clerk 
prepares the Gate Cards by wnting the name and clock 
number of each workman at the top The cards are then 
placed m numencal order m one of the racks after the 
workmen have gone home on the Wednesday evenmg, so 
that they will be ready for use first thing Thursday 
morning 

As each workman arrives in the morning he takes the 
card bearing his clock number from the rack on the one 
side of the clock This rack is usually known as the 
" Out ” rack He then places it in a slot m the clock and 
registers the actual time The card is then placed in the 
second rack on the other side of the clock, called the " In " 
rack When leaving the works at mid-day, the workman 
takes his eard from the " In ” rack, registers his time, 
and then places it m the “ Out ” rack This process is 
repeated every time the workman enters or leaves the 
premises in the mormng, mid-day, and evenmg 

Calculating and Making -up Workmen’s Pay. 

At the end of the pay week, i e Wednesday evenmg, the 
wages clerk collects all the cards from the racks, replacmg 
them with fresh ones which have previously been made 
out for use during the ensuing week 

The number of hours the workman was m attendance 
on each day is now ascertained and entered by the wages 
clerk in the fourth column, headed " Ordinary Time," and 
the total time to be paid for is inserted at tbe foot The 
summary at the foot of the card is now completed, and 
deductions for National Health and Unemployment 
Insurances, and any subgcnptions to sports club, etc , 
made, and the net amount to be paid ascertained 
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Pay Roll. 

It wiU now be seen that we have ascertained the total 
" time " and calculated the net " amount " payable to 
each workman There now remains the writing up of the 
" pay roil ” (or Wages Book) in order to ascertain the 
total wages payable for the pay week under review The 
gate cards are therefore sorted into numeiical order, i e 
by clock number, and entered m the pay roU, which is ruled 
in a similar manner to Form No 6 A cheque is now 
made out for the total amount as shown in the pay roll, 
and to ensure that a sufficient number of coins of the exact 
denommation shall be obtained from the bank, the wages 
clerk prepares a summary showmg how the total amount 
IS to be made up This is done by runnmg down the 
column headed " Net Amount Payable ” and counting 
the number of pound notes, los notes, half-crowns, two- 
shilhng pieces, shilhngs, sixpences, and coppers required 
The amount to be paid each worlanan is placed m an 
envelope or tm box, and the money issued to each man on 
gomg home on the Fnday evenmg 

It remams, however, to explain how the amount spent 
m wages is controlled and also reconciled with the financial 
accounts, as was done with materials, and to describe the 
methods used for analysing each man’s time to jobs or 
processes in order that we can determme the actual labour 
cost of each article, process, or operation 
Wages Control Account. 

The control of wages will proceed on similar hnes to 
that descnbed for materials Contmuing with the illus- 
tration above, the cheque drawn for wages will have been 
entered in the Cash Book and the item posted as a credit 
to cash (or bank), and a debit to Wages Account m the 
General Ledger We now prepare a Journal entry m the 
cost department, joumahzmg the total paid each week 
as follows — 

Dr Wages Control Account 

Cr Wages (General Ledger) Account 
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The process of joiirnahzmg the total amount of wages 
paid IS repeated each week, and at the end of the year the 
total amount so charged to the cost department must be 
the total which appears m both the General Ledger and 
the Tradmg Account 

The cost department has now been debited with the 
amount of the wages cheque, and the credits to the Wages 
Control Account will be obtained by summarizmg all the 
times shown on the Job Cards, according to the manner in 
which the labour has been used, i e , whether for direct pro- 
duction and a charge to Work in Progress Account, or for per- 
f ormmg a service and, therefore, a charge to indirect expenses 

Methods of Remunerating Labour. 

Day Rate 

Before proceeding with a description of the methods 
used for booking time to jobs, etc , it may be well to review 
bnefly the various methods of remuneratmg labour for 
work done, smce the systems of booking time* to jobs are 
affected by methods of remuneration For instance, in 
some industries the workmen are paid accordmg to the 
amount or quantity of work done It will be remembered 
that when descnbing the routine m regard to the pay roll, 
etc , it was assumed that all employees were paid at the 
rate of so much per houTj irrespective of the quantity of 
work perf(5me3~~“’This was one of the first methods used 
m factones, and is known as the Day Rate system For 
every hour or part of an hour worked, the employee is 
paid a fixed sum This method, however, is generally used 
as the basis for calculatmg the amount payable to mdifect. 
wodsgrgj, as the nature of their work is such that " tune ” 
IS the only basis upon which them efforts can be valued 

Piece Work 

In the case of duect woikers, i e , men engaged on duect 
production, the day rate system is not a satisfactory method. 
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as the rate of pay is not co-related to the quantity of work 
done, and consequently there is no incentive provided for 
increased effort In order to overcome some of the draw- 
backs attached to the above method there was mtroduced 
the Piece Work system, which is a method of paymg 
the workman so much per piece of work finished, irrespective 
of the time taken , m other words, no rate per hour, but 
mstead, a rate pe r piece of work 

This method is veiy’‘simple~to operate, and assummg 
that a workman is given 44 pieces of work to do, he would 
be paid at the rate of, say, 2s per piece completed There- 
fore, if he completed all his work m one week, his wages 
for that week would amount to £4 8s od A week is usually 
one of 44 hours, and assummg his day rate is 2s per hour, 
he has only earned his ordmary day rate Should, however, 
a workman take 33 hours, his piece work eammgs would 
still be £4 8s od , because the quanbty of work done and not 
the time taken is the basis In this latter instance the work- 
man has made " tune and a thud,” 1 e 33 hours at £4 8s od 
equals 2s 8d per hour (equalhng 2s plus one third) 

Premium or Bonus 

Later the Differential Piece Work and Premium or 
Bonus systems were introduced With these methods 
the quantity of work done is c pjre lated to.the time taken 
to complete the task, each workman receiving a pienxumL, 
or bonus on the time saved, in addition to h iS-day^ rate 
for tte^^^tual time^ wrked 

There are a number of methods in use, the chief difference 
bemg m the amount or percentage given of the tune saved , 
for mstance, the H alsey system givea the workmen 50 
cent of such tunc, With the Rowan system the workman 
receives a percentage increase equal to the pmcentage of^ 
time -saved - 

Assummg that a workman is given 44 hours to complete 
a ]ob, and that his day rate is 2s per hour, and he completes 
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the work m 22 hours, his pay under the Halsey method 
would be — 

£ s d 

Time taken 33 hours at 2/- 36- 

Time allowed 44 hours 

Less tune taken 33 hours 


= time saved ri hours 
50% of II hours saved 

= 5j hours at 2/- ii - 


= to 2/4 per hour for job 


£3 17 - 


Under the Rowan system this same worker would 
receive — 


Tune taken 33 hours at 2/- 

_ Time saved ii hours x 100 

Bonus = — = 

Time allowed 44 hours 
25% on time taken, £} 6s = 


25% 


£ 

3 


s d 
6 - 


16 6 


£4 2 6 

= 2/6 per hour for 30b 4 

Vanous other methods of premium bonus are m use, but 
all of them differ m the amount of bonus that is given the 
workman on the tune he saves 


Booking Time to Jobs, Etc. 

It will be remembered that m order to credit our Stock 
Control Account with the materials issued, we summarized 
aU our stores requisitions, and m a similar manner we must 
now analyse the wages hy using our Job Cards in order 
that we can correctly account for aU moneys expended 
m wages 

Direct and Indirect Labour 
When discussing the question of materials in the previous 
chapter, it was pomted out that materials used by a manu- 
facturmg concern may be utihzed m two ways, and that 
m our Cost Accounts they were classified as direct matenals 
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and indirect materials Similarly, the labour hired mil 
also be utihzed m two ways It may be employed m 
perfo mung w or k directly o n a works order, m which case 
it can be measured and directly allocated to the works 
order Such labour is classified as Direct Labour On 
the other hand, labour may be employed m such work as 
repainng machmery, dnwmg a ciane , s weepi ng the sho p 
figorToFm su pm tlslflg the direct work^ In such cas^ 
it is not possible to charge tii^1aBour'to"'any specific works 
order on the basis of the actual work done, although without 
such labour it is probable that the direct labour could not 
have been apphed with equal proficiency 
Such labour is classified as Indieect Labour, and 
because it is necessary to the efficient conduct of the 
business, this labour is included in tlie Estabhshme^, 
Expenses 

Direct Labour may therefore be defined as — '' Labour 
apphed to a works order which can be measured and 
directly ch^ged to that order or product ” 

Indirect Labour may be defined as—" Labour which 
cannot be directly measured or charged to a specific 
works but which can only be proportioned 

according to some logical method " 

Our system, therefore, must be capable of recordmg two 
lands of labour , firstly, there will be the method of bookmg 
aU direct labour to each works order, and secondly, pro- 
vision must be made for analysmg the amount of mdirect 
labour accordmg to its use 

Job Cards 

In both mstances a Job Card is used similar to the 
specimen given. Form No 7, and m order to facilitate 
the handling of these cards ra the cost department, all 
indirect labour is usually provided with a card of a 
distinct ive colour 

With most methods of booking time to jobs two racks 
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are usually provided, similar to those already descnbed for 
holding the Gate Cards One is headed " Jobs in Hand ” 
and the other " Jobs in Progress ” 

When a works order is issued to the works foreman, the 
necessary Job Cards are made out at the same time, and a 
full description and quantity of the work to be done by 
each workman is uiserted on the card, together with the 
Works Order No and the piece work pnce, etc 
These Job Cards are placed m the rack " Jobs m Hand," 
so that they wdl be available when the men are ready to 
start on the work The workman, upon commencmg. 
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takes the Job Card from this rack, registers the time, 
and then places it in the " Jobs m Progress ” rack 

By using the two racks referred to" tKe'fofeman can see 
what work is m progress, also the number of ]obs ahead, 
and IS thus able to keep m touch with the progress of the 
work in each department When the ]ob is finished, the 
workman takes his Job Card out of the Jobs m Progress 
rack, registers the finishing time, and either hands the card 
to the foreman or drops it into a box labelled '' Jobs 
Finished ” These cards are then collected by the foreman's 
”cferk, and the quantity of work fimshed is checked and 
then noted m the space provided At convenient penods 
dunng each day aU the completed Job Cards are passed 
to the wages clerk, who completes the calculations, and so 
ascertams the amount of piece work or bonus earnings on 
each job 

With the above method the ruhngs of the Job Card will 
require to show all particulars of the work to be done, 
together with the quantities given out and finished, but 
m those cases where the cards are not ruled similar to the 
speamen Job Card, Form No 7, a " Work Ticket ” must 
be used 

A specimen work bcket is given. Form No 8, from which 
it will be noted that fujl^tails nf the work are mserted 
and space provided for noting the quantities mspected 
and passed 

On completion of the job the Job Ca^^ together with 
Work Ticket is dropped mto ml^JobsFmished " box 

Checking Job Cards with Gate Cards 

It will be seen from the above that if each workman 
has been provided with contmmty of work, the total times 
as shown on the Job Cards wdl agree with the total time 
on the Gate Card, and m order to prove the correctness 
of these records, the Job Cards for each workman must aU 
he summarized, and the total compai;ed with the Gate Card 



Form No 8 


WORK TICKET No. 22397 



St« of Form, SJ' mde X 3^' deep 
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Furthermore, the bonus earnings of each workman must 
also he added together m order to ascertain how much 
has to be paid over and above his ordinary day rate 
This summarizing and checking is effected by the wages 
clerk when extending the figures on the Gate Card at the 
end of the pay week, and to facilitate this work the back 
of the Gate Card (Form No 5) is generally ruled as shown 
in the illustration, Form No 9 

In descnbmg the routme in connection with the Job 
Card it has been assumed that all the workmen were paid 
accordmg to the piece work system, but had there been in 
use a premium or bonus system, the routine would be ]ust 
the same, as only the ruhng of the Job Cards (Form No 7) 
reqmres alteration On the front of the card space must 
be provided for the " Time Allowed ” on the work, and m 
place of the columns for piece work pnces, etc , there 
appear smtable rulings to accommodate the calculations 
of the bonus earnings as given on page 48 

Charging Labour in Costs. . 

Havmg analysed all our duect labour by the use of 
Job Cards, we are now in the position to charge the correct 
amount of labour that has been consumed on the respective 
works orders just as we debited the works orders with the 
values of materials used by means of the stores reqmsitions 
The Job Cards are therefore sorted mto order of Job Num- 
bers, and dealt with by either of the methods descnbed 
for stores requisitions 

Crediting Wages Control Account. 

The credits to the Wages Control Account for direct 
labour consumed m production can now be effected m a 
similar manner to that already descnbed when dealmg 
with the values of matenals issued, and a journal entry 
prepared creditmg Wages Control Account and debitmg 
Work in Progress (Labour) Account 
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It Will be remembered that after crediting the Stock 
Control Account with the value of materials issued, the 
balance remaining represents the value of stocks on hand 
In the case of wages, however, there can be no stock of 
labour on hand, and we must account for all the money 
spent in wages each week 

It remains, therefore, to deal with the mdirect labour 
for the week under review, and as this item forms part 
of the estabhshment expenses of a business, and is 
analysed according to its use by means of standing orders, 
it can be more conveniently dealt with under that heading, 
and any adjustments that are necessary to the Wages 
Control Account relative to idle time or unallocated time, 
etc , will be fully explained m a subsequent chapter 
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ACCOUNTING FOR INDIRECT EXPENSES 

The treatment of the Indirect Expenses of a business is 
one of the most difficult problems of the cost department, 
and to deal with the subject in aU its details would be out 
of place in an introduction to the subject 
When labour is employed to make an article or perform 
a particular operation, various kmds of tools and equipment 
must be provided to enable the workmen to complete their 
tasks During the period such tools or facihties are being 
used vanous expenses will be mcurred, and owing to the 
nature of these expenses, it is not possible for them to be 
dealt with in our costs in the same way as direct labour 
and direct materials 

With both direct labour and direct matenals it is possible 
to measure easily the quantity consumed in production, 
and to deal with each item at the tune it is used or paid 
for With Indurect Expenses, however, most of the facihties 
will be used before the amount of the expense so incurred 
will be known, and appear in the accoimts as a habihty 
Where, for instance, a manufacturer does not own 
his premises, he will have rent to pay, and as it is the 
general custom to pay rent quarterly or half-yearly, there 
will be several months m the year when no record will 
appear in the accounts for this accrumg habihty 
Furthermore, ivith most systems of book-keeping and 
accounts, the charge for depreciation of plant and buddings 
is never made imtil the annual accounts are being prepared, 
and in this instance no figures representmg depreciation 
wdl appear in the accounts untd the end of the year Many 
other items of a simdar nature wdl require to be included 
among the mdirect expenses, such as rates and taxes, 
which are assessed quarterly or half-yearly, and the charges 
5 ? 
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incurred for water, gas, electricity, etc, the amount of 
which will not be known until the accounts are rendered 
by the respective supply companies Plant, machinery 
and buildmgs must be repaired and kept in good order, 
and the total cost of this work will not be known ti|l after 
the work is completed It will, therefore, be seen that if 
each works order is to be charged with its correct proportion 
of'^ these expenses immediately the work is completed, 
it becomes, necessary to estimate the probable amount of 
aU the indirect expenses that will be mcurred durmg the 
financial year 

In Chapters III and IV it was shown that the quantity 
and amount of matenals and labour used in an article or 
on a works order could be measured and valued at the txme 
they were consumed, and it wiU now be seen that with 
establishment expenses the individual items wiU not lend 
themselves to such easy methods , for instance, charges 
incurred for rent, rates and taxes are calculated on the basis 
of time, and whilst it may be possible to ascertain the length 
of tune any particular works order has taken to complete 
and by the use of arithmetic ascertam the proportion of 
rent, etc , that should be charged to the order, tha .amount 
o f cleri cal _work entailed in such a calculation renders the 
method impracticable 

Again, let us consider the question of wages paid to 
mduect labour, such as labourers, shop cleaners, and the 
hke A labourer may he employed m carrying matenals 
from the stores to the workmen’s bench or machme for 
use on works orders The time taken to perform this work 
will vary according to the quantity of material the labourer 
has to carry and the distance he has to walk , to book his 
time to the particular job, therefore, would not only reqmre 
a most elaborate system, but the cost to the busmess would 
be such as would render this method impracticable 

With the wages of shop cleaners, however, it is quite 
impossible to determme the amount of the individual 
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employee’s wages that is chargeable to a works order 
In order to overcome these difficulties all such items are 
grouped together and dealt with m one total by the methods 
descnbed below 

Division of Establishment Expenses 
The total indirect expenses mcurred by an estabhshment 
are known as Establishment Expenses, and to facilitate 
the treatment of these items in our costs, they are divided 
into — 

(ij Works expenses 
(a) Sales expenses 

Works Expenses 

Works expenses compnse aU the mdirect expenses which 
are mcurred m runmng the works, such as the cost of 
repairing and keeping m good order all the plant, machmery, 
and works premises, the cost of all the mdirect labour 
employed m the works, and the amount of mdirect materials 
consumed m production These items will include the 
wages of foremen, charge hands, shop clerks, watchmen, 
caretakers, shop cleaners and sweepers, engmemen and 
boilermen, labourers, etc , and in the case of mdirect 
matenals, oil, waste, and other miscellaneous supphes 
In addition to the above items, there will also be sundry 
works expenses, such as works travelhng expenses, petty 
cash items, works stationery, etc , and a proportion of the 
expenses mcurred m the general management of the 
busmess 


Sales Expenses 

Sales expense refers to all the expenditure mcurred m 
the sale and distribution of the firm’s products, and this 
item will therefore comprise the salaries of the sales depart- 
ment and branch ofiices, commissions to agents, cost of 
advertismg and catalogues, stationery, travelhng expenses 
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of the sales staff, etc , and also a proportion of the expen- 
diture incmred in the general management of the busmess 
Sales expenses are sometimes referred to as office or 
general expenses, but as a portion of the purely office, i e 
admmistrative expenses, as distmct from the sales expenses, 
are also chargeable to the works, such as stationery, salaries 
of accountants and secretary's department, msurance, 
bank charges, etc , the term used above is the more correct 
Before the final objective can be achieved, namely, the 
ascertainment of the proportion of both works and sales 
expenses that is to be charged to each works order, 
several operations must be performed 
The total estabhshment expenses for the year is firstly 
estimated, and this work is known as the Collection of 
estabhshment expenses 

AU the items of expense so collected are then analysed 
accordmg to their use by segregating them under the two 
mam divisions mentioned above, i e works expenses and 
sales expenses , this work is known as the Alj-Ocation of 
estabhshment expenses 

Thirdly, having allocated the expenses, there must be 
decided the basis upon which each works order shall be 
charged with its correct amount , this work is performed 
m two sections, and is known as the Computation and 
Eecoveey of establishment expenses 

Collection of Expenses. 

The more simple method of coUectmg the total estab- 
hshment expenses is to estimate the normal total for the 
year by using the figures of previous Tradmg Accounts 
as the basis For the purpose of illustration it will be 
assumed that the expense items (shown m the first column. 
Form lo) represent the estimated figures for a penod 
An expense allocation statement is prepared, and the 
Items transferred and entered m the " total ” column, as 
shown on Form No lo 
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The expenses have thus been “ collected,” and the next 
step IS to analyse each item under the headings of works 
expenses and sales expenses 

Form No lo 

EXPENSE ALLOCATION STATEMENT 


For Period Ending 192 


Item 

Description 

Total 

Works 

Sales 

No 


£ 

£ 

£ 


Light and heat 


490 

30 


Power 


1.495 


3 

Carnage mwards 

ao5 

205 


4 

Carnage outwards 

370 


370 

5 

Stationery 

490 

103 

385 

6 

Telephones and telegrams 

85 


65 

7 

Office expenses 

250 

— 

250 

8 

Works expenses 

180 

180 


9 

TraveUmg expenses 

310 

25 

285 


Commissions on sales 

*.505 


1.505 

II 

Branch office expenses 

975 


975 


Advertismg 

2,050 


2.050 

13 

Salaries — 

Sales manager 

100 

_ 

100 


Works manager 

123 

125 



General manager 

150 

75 

75 


Secretary 

60 


40 


Cost accountant 

70 

35 

35 


Sales departments 

350 


350 


Works offices 





Branch offices 




14 

Depreciation — 

Plant and tools 

795 

795 

_ 

^5 

Buildings 

500 

450 

50 

16 

Rates and taxes 

140 

125 

15 

17 

Fire insurance 

95 

90 

5 

18 

Sundry works expenses 




19 

Water rate 

60 

60 

— 



1.430 

^4.605 

if6,825 


Allocation of Expenses 

Many of the items which appear in the expense allocation 
statement wdl not present any difficulty, for instance, 
depreciation, also repairs and maintenance of plant and 
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machinery, will relate to the works only, as do also carnage 
mwards, salanes of works manager and works staff, 
sundry works expenses, etc Such items as depreciation 
of buildmgs will require to be charged to both the works 
and sales on the basis of floor space occupied, and -such 
items as stationery, travellmg expenses, gas, water, and 
electricity allocated according to the actual amount 
consumed by each department 

Those expenses that are incurred m the general manage- 
ment of the business, and which cannot be directly allo- 
cated to either the works or sales must be apporhoned 
according to the extent to which each department benefits 
fay the general management 

Computation and Recovery of Expenses. 

We have now arrived at the total works expenses and 
sales expenses which have to be recovered in oui costs 
There are several methods of recovermg expenses, and it 
remams to decide upon the particular method fo use 

These methods may be convemently grouped under 
five headings — 

(1) As a percentage on direct wages 

(2) As a rate per direct labour hour 

(3) As a percentage on direct wages and direct matenals 
(1 e prime cost) 

(4) As a departmental rate 

(5) Machme rate 

Percentage on Direct Wages 

With this method the works expenses are recovered as 
a percentage on the direct labour cost of each job or works 
order, and on account of its extreme simplicity this method 
IS, unfortunately, most commonly used 

Assummg the total duqct labour for a year amounts 
to £5.000, and the works expenses to £3,750, the 
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percentage rate is arrived at by the use of the foUo'wing 
formula — 

Works expenses (£3,750) X 100 _ 

Direct labour (£5,000) ~ 

The amount of works expenses to be charged to each ]ob 
or works order would therefore be ascertamed by adding a 
figure which would be equal to 75 per cent of the direct 
labour as follows — 


Direct materials 35 

Direct labour 40 

Pnme cost £15 

Works expenses, 75% on direct 
wages 30 

Total works cost £105 


This method is extremely simple to operate, but the 
disadvantages more than outweigh any advantages inci- 
dental to it If all the workmen are paid a uniform rate, 
and if they all work under the same physical conditions, 
this method will give fairly accurate results, as it will be 
seen that a worker’s earnings are the basis of calculation 
and not the time taken to complete the work One of the 
main objections to this method is that no allowance is 
made for a job which requires the use of expensive machine 
tools or for a job which may be all handwork This is a 
senous error, because the article or process which requires 
the use of machmery should have charged to it a greater 
proportion of the mdirect expenses than one which reqiures 
the use of httle or no machmery 

Direct Labour Hour Method 

This method differs from the above m that works ex- 
penses are recovered at the rate per direct labour hour 
on each job, msteadof fixing the rate upon the total amount 
paid in wages The total number of direct labour hours 
IS ascertained and divided into the total works expenses. 
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the resultant figure being what is known as the Direct 
Labour Hour Rate 

Assuming that the total of duect labour hours (i e 
excluding the number of hours worked by indirect labour) 
IS 37,500 and the amount of works expenses is £3,750, 
the rate is ascertained by means of the foUowmg formula — 


Works expenses (£ 3 , 750 ) 
Direct labour hours (37.500) 


2/- per direct labour hour 


The amount of works expenses chargeable to each works 
order under this method wall be added as follows — 


Direct materials ao 

Direct labour . 15 


Prune cost £35 

Works expenses, 2/- per direct 
labour hour, say 230 hours at 2/- 85 

Total works cost £60 


This method gives more accurate results than the per- 
centage on direct wages, because it has regard, to the ele- 
ment of time as between a fast worker and a slow worker 
If two men, paid by the piece work method, are engaged 
upon similar work, and one completes his 30b m 20 hours, 
the other m 30 hours, the quick worker will use less hght, 
power, supervision, etc TTie amount of expense charged 
to the ]ob imder this method will, therefore, be more in 
proportion to the extent to which the machme tools, 
supervision, etc , have been used 
It wiU be seen that with the percentage on direct labour 
method the percentage addition would be the same m 
both cases 


Percentage on Direct Labour and Direct 
Materials. 

This method is very similar to the percentage on direct 
labour method, except that works expenses are recovered 
as a percentage on both direct labour and direct matenals 
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(i e on total prune cost) Ztus is,pjerhaps oji§ of the mgst 
inaccurate,, tpethods, because works expenses rarely, if 
eyer, have any direct relation to the value of materials 
jjsed In order to illustrate this point, the manufacture 
of chemicals offers a very good example In a certain 
chemical mixmg process the quantity of raw matenals 
used was absolutely fixed, and any variation of the purchase 
pnce on the matenals was easily computed The workmen 
were paid on a piece work basis, and the direct labour cost 
was only is per cwt The works expenses were extremely 
heavy, i e ys 6d per cwt Two men in charge of a mixer 
regularly produced 5 cwts per hour The works cost of 
the process may therefore be stated as follows — 

Per cwt 
i s d 

Raw matenals 15 - 

Direct labour i - 

Works expenses 7 6 

Works cost 3 6 

A time 5 tudy was made, and it was found that the 
runmng time per mixer could be reduced from 60 imnutes 
to 45 nunutes Under these new workmg conditions the 
raw matenal and direct labour were as before, but owmg 
to the fact that less time has been taken the works expenses 
were reduced by about is lod per cwt It wiU therefore 
be seen that if works expenses were recovered by the 
percentage on direct labour and matenal method, no 
alteration m the cost would be shown in spite of the fact 
that the output was mcreased by reducmg the time taken 
for the operation With the direct labour hour method, 
however, a correct works cost would be shown 
Departmental Rates 

The Departmental rate is a method by which works 
expenses are analysed accordmg to departments, and a 
separate rate ascertamed and used for each department 
The rate may be calculated as a'percentage on direct labour 



66 


primer of costing 


or rate per direct labour hour, and the only difference with 
this method would be that instead of there being one rate 
to cover all the works expenses, there is a separate rate for 
each department In all other respects the rate is arrived 
at in accordance with the details given above 
This method has many advantages over those already 
descnbed, as by varying the rates for each department 
it IS possible to amve at a more accurate cost A depart- 
ment using expensive machme tools and apphances should 
be charged with the cost of runmng and upkeep, etc , and 
in those departments which do not use tools, such as the 
assembly department, etc , the departmental rate will not 
include any part of the expense incurred by the other 
department using the expensive machinery 
Machine Rate. 

The machine rate is regarded as one of the best methods 
of recovering works expenses, whenever conditions justify 
its apphcation With this method the total works expenses 
are fostjy analysed by departments, and the amount of the 
departments’ expenses is then divided by the number of 
mac^nes or group of machines m that department This 
gives the total expense per machine or group of machines, 
and the figure is then divided by the number of hours it 
is eshmated the machine will run throughout the year, 
the result being a machine hour rate 
The most difficult problem connected with its use is to 
ascertain the correct amount of the expense incurred by 
each machme or group of machmes, and this can only be 
done by makmg a scientific analysis of all the expense 
items Many of the items will require to be analysed upon 
a different basis, and the followmg summary will indicate 
the principles imderl3nng the analysis 
f Items allocated direct to machines 

Depreciation of plant and machinery 
Repairs and upkeep of plant and machinery 
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Power consumed 

Oil, waste, and miscellaneous supplies 
Items allocated on basis of floor sface occupied 
Rent, rates, and taxes 
Depreciation of buildings 
Repair and maintenance of buildings 
Insurance on bmldings 

Miscellaneous Expenses. 

The items comprising miscellaneous expenses will vary 
with each mdustry, and m some cases it is possible that 
some of them can be charged direct to the machine or 
department, but where this is not feasible, the items are 
allocated upon a more or less arbitrary basis The items 
referred to will include — 

Foremen's wages, supervision 
Watchman and caretaker’s wages 
Shop cleaners and sweepers 
Crane drivers, etc , and 
Miscellaneous shop supphes, etc 

The basis of a machme rate is the number of productive 
hours it IS estimated each machine or group of machines 
will run throughout the j ear, assuming the factory will be 
working to its full normal capacity, i e full ordmary time 
It will, therefore, be seen that if the estimate for the year 
IS not achieved, there will be a certain amount of expenses 
" unabsorbed,” and in this connection there is usually 
employed an account known as the " Unabsorbed Machine 
Rate,” and all the unabsorbed expense is charged to this 
account at the end of each month Assummg that the 
machme hour rates are dealt with on a monthly basis, the 
estimated figures are divided by twelve to give a monthly 
quota or standard which should be charged to costs Any 
difference above or below this monthly quota is transferred 
to the Unabsorbed Machme Rate Account 
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If the total number of machine hours for the year has 
been correctly estimated, the Unabsorbed Machine Rate 
Account will show a zero balance at the end of each year, 
but as it IS rarely, if ever, possible to estimate to such a 
degree of accuracy, the account will generally show a 
debit balance The balance of this account, therefore, 
will indicate to the manufacturer the extent to which his 
plant is improductive, as it will be remembered the estimate 
of the machme hours was based upon the normal output 
capacity Such mformation enables the management to 
take the necessary steps in order to secure a greater share 
of orders, as all variations from the normal wdl be reflected 
by the Unabsorbed Machme Rate Account 
The choice of any one of the above methods will depend 
entuely upon the nature of the business, but m order that 
we can complete our proposition and ascertain the total 
cost of a works order, we will assume that the percentage 
on 6rect labour method is chosen 
We have already ascertamed and charged each works 
order with the amount of direct labour and the value of 
materials consumed, and there only remains to add the 
•"percentage to the direct labour figure in order to amve 
at the total works cost 

Recovery of Sales Expenses. 

With regard to sales expenses, the treatment of this item 
will also be gmded by the nature of the mdustry which is 
earned on , for instance, if the business is engaged in malong 
only one article, the sales expenses could be dealt with 
easily by amving at a rate per article, and charging our 
costs on this basis, but as most firms wiH be engaged m 
the manufacture of several articles, the sales expenses may 
then be expressed as a percentage on the works cost The 
formula for aseertammg such a rate would be — 

Total estimated sales^expenaea for year x loo 
Total estimated works cost of goods sold for year 
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The final ascertainment of the cost of a works order can 
now be effected, and for this purpose there has been pro- 
vided suitable spacing at the top of the account, which, it 
will be remembered, was opened in our Job Cost Ledger 
(see Form No 4), and the amounts for direct labour and 
materials are posted from the summaries already de- 
scribed, the columns totalled, and the summary at the head 
of the sheet completed 

Expense Control Account. 

Before any entries are made creditmg the Expense 
Control Accounts with the proportion of expenses charge- 
able to all the completed work, it wiU be well to refer again 
to the figures which appear m the Expense Allocation 
Statement (Form No 10) 

On refemng to the chart (Fig 1), it will be seen that 
all the expenses are charged to the cost department at 
the end of each month, or, m other words, as and when each 
item IS paid for or passed over the ordinary books of 
account When fbong the expense rates, however, all 
the items of expense for the year were estunated in advance, 
so that we now have two sets of figures to deal with, 
namely, the actual and the estimated 

It will be remembered that m Chapter II, page 19, it 
was stated that by summarizing all the expenses charged 
to cost, the amount of expenses recovered can be compared 
with those actually incurred , thus we can see how we are 
recovermg our estabhshment expenses, a most important 
pomt 

The Expense Control Accounts must, therefore, be 
operated in such a manner that this companson can be 
easily made, and this is done simply by taking the 
estimated figures which appear m our Expense Allocation 
Statement (Form No 10) and dividing the totals for each 
works and sales expense by twelve to give us an average 
for each month or by four if working on a quarterly basis 



70 


PRIMER OF COSTING 


Bearing in mind that the expenses have been estimated 
or predetermined on the assumption that the works will 
be running at its full normal hours (which m most trades 
to-day is 44 hours per week), any difference between this 
monthly or quarterly average and the actual amount 
recovered in our costs will represent the extent to'which 
the plant has been unproductive 
By estimatmg on this basis there is provided a standard 
for the purpose of the companson mentioned above 
Having fixed the standard for each period, we are now in 
a position to proceed with the entries relatmg to both 
works and sales expenses, and so complete the function 
of cost control of expense similarly to matenals and labour 
With regard to the actual expenses, we proceed on 
similar hnes to that descnbed for labour and matenals, 
and at the end of each month or quarter prepare a journal 
entry debiting the Expense Control Account in the Cost 
Ledger with the acfml expenses appearing in the financial 
accounts as follows — 

Dr Expense Control Account 

Cr General Ledger Expense Accounts 

We now proceed to ‘‘ allocate ” the actual expenses 
by using an Expense Allocation Statement and joiunahze 
the result obtained as follows — 

Dr Works Expense Control Account 
Sales Expense Control Account 
Cr Expense Control Account 

The effect of this entry is to dose the Expense Control 
Accoimt by transferrng the amounts to the Works and 
Sales Expense Control Accounts 
The total expenses charged to a works order or job 
will now be dealt with m a similar manner as m that for 
labour and matenals If the percentage on direct labour 
method is used, it will be seen that the total amount of 
works expenses is ascertained by referring to the Wages 
Control Account or the. Work m Progress Account, as 
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either of these will give the total direct wages charged to 
costs for the month in question, alternatively the amounts 
charged to the individual works orders can be summarized 
and a journal entry prepared, as follows — 

Dr Work m Progress (Expense) Account 
Cr Works Expense Control Account 

We have now accounted for all direct materials, direct 
labour, and estabhshment expenses consumed on an order, 
and charged the respective amounts to a Work m Progress 
Account, but as the object of a Work in Progress Account 
IS to enable us to ascertam at any time the amount of work 
that IS m progress only, there yet remains to credit this 
account with the value of work completed and passed into 
the fimshed stores It must be noted that the sales 
expenses have not yet been dealt with, as this item must 
not be added to our manufacturing cost but to the sales 
cost, and this cannot be done until the goods are sold 

The figures for our credits to the Work in Progress 
Account are obtamed as follows immediately a works 
order is completed, the goods are passed into the finished 
stores ready for issue against a customer’s order, and we 
therefore summarize the works cost of all completed orders 
and joumahze the total as follows — 

Dr Fuushed Stores Control Account £ 

Cr Work in Progress Account £ 

Eirect Materials £ 

Direct Labour £ 

Works Expenses £ 

A specimen Work m Progress Account, Form No ii, 
IS given in which has been incorporated all the journal 
entnes which have now been dealt with, and a balance 
brought down to represent the value of work still m progress 
at the end of the penod 

With many concerns, however, the large number of 
items that have to be dealt with will necessitate the journal 
entries bemg made out at very frequent penods, and m 
order that all the entnes relating to matenals, labour, 
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and expenses can be grouped together, sub-accounts are 
used for each of these elements 

In such cases, therefore, there would be used the following 
accounts — ■ 

Work in Progress Account Materials Section 
„ „ Labour Section 

„ „ Expense Section 

and a fourth account similar to the illustration given, to 
which would be transferred the balances of each of the 
above sub-accounts at the end of each costing penod 
Form No It 


WORK IN PROGRESS ACCOUNT 
Dr Cr 



When goods are issued from the finished stores for 
despatch to customers, we joumahze the works cost of 
the article, creditmg the Pmished Goods Control Account 
and debitmg a Cost of Sales Account Usmg a Fimshed 
Goods Control Account, we are able to ascertain at any 
time the value of finished goods on hand, as was done with 
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raw materials, by usmg the Raw Materials Stock Control 
Account 

We are now in a position to deal with the sales expenses, 
and as these expenses will usually be recovered as a per- 
centage on the works cost, the amount will be very easily 
calculated The amount chargeable for the month is 
]oumahzed as follows — 

Dr Cost of Sales Account £ 

Cr Sales Eiqjense Control Account £ 

A Cost of Sales Accoimt is used to ascertain the amount 
of profit made on sales each month (or week) and when 
Form No 12 


COST OF SALES ACCOUNT 

Dr For Week Ending 8th June, 19 — Cr 


To Cost of goods 
issued from fin- 
ished stores and 
despatched to 
customers 

£ 

23.450 

By Sales, less allow- 

£ 

32,000 

,, Sales expenses 

5,000 



„ Goods returned by- 
customers and 
replaced into 
finished stores 

1,050 

„ Works cost of 
goods returned 
by customers 

650 

„ Balance, bemg net 
profit on sales 
for period 

3-150 




£32,650 


£32.650 


used m connection with a Work in Progress Account will 
replace the orthodox Mamifactunng Account These two 
accounts show m a summarized form the results of both the 
manufactunng and sales activities of a concern, and are 
more useful in this durection than the general form of 
financial statement usually prepared from the ordinary 
books of accoimt 
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From the specimen Cost of Sales Account given m Form 
No 12, it will be seen that the works cost of all goods sold 
for the month (or week) is entered on the debit side, to- 
gether with the proportion of sales expenses, and on the 
credit side the total net sales for the period 
The value of goods returned by customers and replaced 
into the finished stores is shown separately as a contra 
item to the amount of credits appearing on the debit side 



CHAPTER VI 

ACCOUNTING FOR INDIRECT EXPENSES (contd ) 

We have now seen how all the direct matenals which 
have been issued from stores for use on a works order, 
also the amount of direct labour consumed m production 
have been accounted for in our costs As a next step, 
estabhshment expenses, which were dealt with m the 
previous chapter m total and on the basis of an estimate 
for the purpose of predetermimng the rate to be used when 
recovermg both works and sales expenses m costs, are now 
brought together so that a complete and detailed check 
can be made upon the expenses recovered m our costs as 
against those actually incurred 
The Expense Control Accounts, which were dealt with 
in the previous chapter, ivill only " control ” such expenses 
" in total,” and whilst this is necessary, it will readily be 
seen that the Control Accounts alone are of hmited mana- 
genal use, 'because they do not show m sufficient detail 
why or how the money has been spent 
The purpose of this chapter, therefore, is to explain the 
prmaples involved in accountmg for indirect expenses m 
detail 

Standing Works Orders 
A system of Standmg Works Orders is brought into use, 
so that the cost of each class of " indirect ” work can be 
ascertamed by charging to a separate order m a similar 
manner as was done when " duect ” work was charged to a 
Works Order Number to find the cost of each ]ob or article 
The reason for nammg this class of orders as " standmg ’’ 
IS due to their permanence, i e they stand from month to 
month, and through them the indirect expenses or costs 
are controlled m detail, both in regard to mduect matenals 
and labour, and also other sundry indirect expenses It 
must be borne in mind that a Standing Works Order bears 
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no relation to a works order The latter is an instruction 
to manufacture for sale, the former is an mstruction for 
service to be rendered by the works to the works 

Capital and Revenue Expenditure 
The indirect expenses of a manufacturing business are 
of two kinds ; firstly, there will be the expenditure of labour 
and matenals in the making and erection of new plant and 
machinery, tools, buildings, etc , and which wdl ultimately 
be a charge to the capital accounts m the financial books, 
because the work so performed increases the value of such 
assets, and, secondly, the expenditure relating to the 
repairing, mamtenance, and upkeep of such capital assets, 
also the cost of other service departments m the works 
such as shop cleaning, mspection and viewing, supervision, 
labouring, lighting, heating, packing, store-keeping, etc. 

The number and the names of the items which comprise 
Standing Works Orders will vary with the nature of the 
industry and the size of the business to which they relate, 
but the followmg specimen list will serve to illustrate how 
Standing Orders can be used as a means of analysing all 
induect expenditure m such a manner as will clearly show 
why and how the money has been spent, thus assistmg 
the manager m the control of the business 
Capitju. Expenditure 

S W O No 51 Erection of new power plant 

,52 „ ,, lighting plant 

53 .. .. machine tools 

54 fittings 

55 >. ,< buildings 

Revenue Expenditure 

S W O No 101 Repairs and maintenance of power plant 

102 „ „ „ lighting plant 

103 „ „ „ maohme tools 

104 „ „ „ fittings 

105 „ „ buildings 

S W O No 201 Shop cleaners and sweepers 

202 General labounng 

203 Inspection and viewing 
— Supervision 
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S W O No 205 Storekeeping 

206 Unallocated time 

207 Packmg and despatch 

208 General puiposes (1 e oil, rags, waste, and 

all other such sundries) 

The Standing Works Orders relating to work on capital 
items (1 e capital additions) are usually dealt with slightly 
differently from those given for revenue expenditure , 
taking as an example S W O 53, it would be the practice 
to issue an order for each ]ob that has to be done, so that 
the cost of the work can be noted upon the record that is 
kept of each piece of machmery Assume, therefore, that 
a new machme tool which has been dehvered, such as a 
radial dnU m an engineenng shop, or a power dnven sewing 
machme in a ready-made clothing factory, requires fixing 
in position The order for its erection would be issued 
to the plant maintenance department or works engineers, 
beanng the reference " S W 53/1 " The S W Order No 
53 mdicates the nature of work to be performed and the 
“ stroke number i ” the separate account to which the 
cost IS to Tae charged 

All materials issued from stores, such as cement, angle 
iron, holding down bolts, etc , also the time of the men 
engaged upon the work, would, therefore, be booked to 
this account number m ]ust the same way as was explamed 
when deahng with the ordinary works or production orders 
When the next piece of machinery is delivered, the S W 
Order Numbej issued would be S W 53/2, and the work 
entailed m connection therewith charged to the sub-account 
No 2 By this means it is possible to ascertain the cost 
of the work done on each piece of new machinery 
Similarly, the work m connection with the repainng, 
mamtenance, and upkeep of plant, machmery, and build- 
ings is analysed to show the expenditure mcurred on 
behalf of the mdividual machme tool or buildmg, etc 
The numbers 201 to 205 chiefly relate to indirect labour, 
as no materials will be booked to these accounts, whereas 
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Account No 207 mil have charged to it materials used m 
packing, in addition to labour Account No 206 provides 
very important information regardmg the time that is lost 
by the direct workers m changmg over from one ]ob to 
another or for various other reasons In all manufacturing 
concerns there wdl always be stoppages and delays due to 
many causes, some of which are unavoidable, and m order 
to assist the management m keepmg this “ imahocated ” 
time at a minimum, there is usually a number of sub- 
accounts to the mam S W Order For instance, time will 
be lost in reporting to the foreman between jobs, m waitmg 
for a fresh order to be issued, waiting for materials, in 
“ washing up,” or any other cause which will keep the 
workman away from his “ productive ” work 
In those mdustnes, therefore, where lost time is due to 
many reasons, the Standmg Orders are arranged to show 
the cause, and m such a case S W Order 206 would have 
sub-accounts similar to the foUowmg — 

SW 206/1 Belt broken ^ 

,, 206/2 Waating for matenals 
„ 206/3 Waitmg for tools 
„ 206/4 No work 
,, 206/5 Machme breakdown 

Accounting for Indirect Materials. 

Whenever matenals are reqmred in connection with the 
work to be done on an S W O a stores requisition is used, 
but to differentiate between the requisitions issued against 
a works order, a difierent coloured form is necessary In 
some cases, however, a special reqmsition is pnnted, the 
chief alteration being at the top of the form (see Form 
No 3), as the symbol " S W ” must be quoted m place of 
"WO” The use of different coloured forms wdl not only 
facihtate the work m the cost department, but upon their 
presentation to the storekeeper, he can see at a glance that 
the matenals required are for use on indirect work, and so 
can take the necessary steps to check the reqmsition before 
issumg the goods 
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The quantity of matenals issued is noted on the Em 
Card, and the requisition then sent to the stock record clerk 
in the cost department, who deals with it m exactly the 
same manner as explamed in Chapter III 

Accounting for Indirect Labour. 

The recording of the mdirect workers' tune is effected m 
a similar manner as was described in Chapter IV for direct 
labour, excepting that the Job Cards will be of a distmctive 
colour, and that the S W Order number is quoted m place 
of the works order A Job Card ruled similarly to Form 
No 5 is generally used, because the nature of the work to 
be performed is such that the workmen cannot be paid 
by the piece work or bonus methods, but only upon the 
day rate method No particulars, therefore, are necessary 
in regard to piece work or bonus earmngs 
It will now be seen that the card racks will not only 
contam Job Cards relating to works orders in hand and in 
progress, but^ also those of Standing Works Orders 
Having now ascertained the values of matenals issued 
for use on each S W Order, and also having analysed the 
indirect labour by the use of Job Cards, we can now pro- 
ceed to summarize each of these elements, and so provide 
the figiues tor charging each S W Order, and at the same 
time complete the journal entnes in connection with the 
Matenals and Labour Control Accounts 
The chargmg.i)f matenals and labour to each of the 
Standing Works Orders m the Cost Ledger will be efiected 
m just the same manner as was done for ordmary works 
orders, and the requisitions and Job Cards either posted 
direct to the Account or smnmanzed on “ CoUectmg 
Sheets ” 

The total of matenals and labour for the week or other 
penod IS then journahzed as follows — 

Dr Standing Works Orders 

Cr Stores Control Account 
Wages Control Account 
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After posting the above journal entry to the Cost Ledgers, 
the Wages Control Account for the week undei review will 
now show a zero balance Bearing in mind that we have 
already checked the times shown on the Job Cards with the 
Gate Cards of each man when calculatmg the total pay for 
the week, any differences would have been dealt with at 
the tune and the records adjusted accordingly "We have, 
therefore, now completely effected the reconcilement of 
the moneys paid in wages with the financial accounts, and 
at the same time accounted m detail for both direct and 
mdirect labour Similarly, the balance now remaimng m 
the Stores Control Account will represent the value of the 
raw material stocks on hand, as actual quantities m stock 
have been physically checked by takmg a fijced number 
of bms each day and comparing the totals shown on the 
Stock Record Card We have, therefore, also effected 
reconcilement with the financial accounts for this item, 
and at the same tune accounted in detail for both direct 
and indirect materials consumed in production or on 
Standing Works Orders 

Furthermore, by summanzmg the totals charged to each 
Standmg Works Order, we can now prepare a statement of 
the actual mdirect expenses, and so account for all moneys 
spent upon mdirect work 

We have, in fact, earned out aU the operations previously 
desenbed as necessary m the sphere of cost fimdmg and 
cost control, m so far as they relate to JobXnstmg Methods 



CHAPTER VII 

ItETHODS OF COST FINDING 

Job Costing Systems. 

The principles of Job Costing can be so usefully appbed 
in such a variety of trades, that it is impossible in an ele- 
mentary work of this nature to give a detailed descnption 
of the actual methods or routine that would be used under 
many conditions 

It has been seen from the previous chapters that the 
pnnciples of costmg are such that they can be apphed to 
any manufactunng busmess The actual method of apply- 
mg these principles will be guided entirely by the nature and 
size of the busmess, and the routine aheady descnbed was 
given by way of illustration only, and must not be accepted, 
therefore, as Jthe only method that can be used A system 
of cost accountancy must be devised to fit the busmess j 
and not the business to the system 
The basis of the job costing method is the costmg of an 
individual job or piece of work The job may be an order 
for a large quantity of articles or for one only, as mentioned 
m Chapter II, when it was explamed that a works order 
may be issued m the ready-made clothing busmess for one 
or a batch oi-wits In the engmeenng trades the job 
may cover the manufacture of i,ooo set screws or a smgle 
castmg, and m the bmlding trade it may be for one or a 
number of houses Whatever the quantity may be, the 
basic pnnciple remains, i e the ascertamment of the cost 
of the job In most factones the job is covered by the 
works order, production order, or standing works order, 
whereas with builders it is by the “ contract ’’ 

With the smaller size of firm the costmg of a job is a 
comparatively easy matter if the methods as descnbed m 
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and labour consumed to the respective accounts Further- 
more, by summarizmg the total cost of each sub-order, we 
not only arrive at a final cost of making the 2,000 electric 
motors, but can tabulate our summary m such a manner 
as will clearly show the extent to which the various elements 
have entered into the final product 

Job Cost Summaries 

It has been shown in the previous chapters how each 
element of cost is dealt with, both in detail and in total, 
in a system of ]ob costmg, and there remains only to con- 
sider the final summanzing of the individual costs so 
obtamed 

The method that wiH be used for summarizmg a cost 
wiU depend upon the nature of the business and the amount 
of information required by the management 
Examples of cost summaries will only be given, therefore, 
to illustrate in a general manner their form, and the amount 
and t3qDe of detailed figures usually given 
With many systems the summary of the complete cost 
IS shown at the top of the sheet which is contained m the 
Job Cost Ledger, of which Form No 13 is a specimen It 
will be noted that the ledger sheets which contain details 
of the cost of a job are not ruled with debit and credit 
columns as m the ledger which contains the various Cost 
Control Accounts, but that the space is more usefully 
occupied for analysmg the various items 
The specuKeh ^ven. Form No 14, is ruled for summar- 
izmg the detailed costs which have been previously 
collected on a matenals or labour coUectmg sheet, and is 
usually mserted in front of the coUectmg sheets m the 
ledger 

Many firms contmuaUy manufacture stock lines in 
either small or large quantities, such as in the ready-made 
clothing busmess, and require their cost statistics m a form 
that wiU allow of easy access, and m such cases a card 
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of Form 8' 
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record system is often used Form No 15 is an illustration 
of a cost summary which is contained on an 8" X 5" card, 
and is ruled to show both the total and detailed costs of 
the complete order, and the average cost of each article 
The forms descnbed above are specially suitable for 
summarizing the cost of works orders that have not been 
split up into sub-orders, but m the example of the several 
orders issued for the making of 2,000 electric motors there 
would be required a special form for summanzmg the costs 
of each sub-order similar to the rulmg of Form No 14 
The object of this form is to summarize on one sheet the 
detailed matenals, labour, and expense items of each 
component, and to arrive at a final cost of the whole order 
It will be noted that at the foot of the form there is provided 
space for inserting the analysis of labour and matenals, 
also the total number of hours for each class of labour 
The back of this form is generally ruled to accommodate 
other useful mformation, according to the reqmrements of 
the business 



CHAPTER VIII 

METHODS OF COST FINDING {contd ) 

Process Costing 

The process method of costing is much simpler, and in the 
majority of cases does not entail the same amount of 
detailed routine or number of forms as are required with 
the job costing method The process method is used m 
aU cases where one article of a batch loses its identity and 
becomes a part of a larger volume of production Tlie 
method is used in the manufacture of chemicals, paint, 
varnish, and oils , paper, cloth, food-stuffs, production of 
electricity , most kmds of metals, also the workmg of coal 
mmes, slate quames, and the hke Process costing is 
also used by firms engaged upon the manufacture of one 
article whenever the parts of the article can each be made 
in one department 

The object is to ascertain the cost of each variety of 
operation A Process Cost Account is employed for each 
operation or process, and is debited with the value of all 
matenals and labour used, together with the correct 
proportion of indirect expenses for each process Any 
by-product arising from each operation is credited to the 
Cost Account, and the balance represents the cost of the 
final quantity produced The pro forma aosount. Form 
No i6, will serve to show the pnnciples of this method 

Steam Raising Process Costs 

With most factories steam is used for various purposes, 
such as for heating, drying, bakmg, etc , in addition to 
bemg used for motive power The method of process 
costing is, therefore, employed to ascertain the cost of 
steam, as the expenditure must be analysed in order that 
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PROCESS COST ACCOUNT 

Form No 16 
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the cost for each service can be discovered and a check 
placed upon any waste 

The expenditure m coal, water, oil, waste, miscellaneous 
stores items, and labour, is directly allocated to a Steam 
Raismg Account, and the final cost per i,ooo lb of steam 
produced or per i,ooo lb of water evaporated is figured 
Form No 17 is a specimen of a Steam Raismg Account, 
from which it will be noted that the difierence between the 
quantity of steam raised and the quantity used represents 
the wastage or loss for the penod 

It was mentioned in an earher chapter that m many 
instances one may find both the ]ob costmg and process 
costmg methods in use in the same factory, and the above 
example of a Steam Raising Account wiU illustrate this 
point, as such an account may be used m a factory using 
the job costing system 

Process Costing for Paint and Varnish, Etc. 

In order to consider the detailed routine m connection 
with the process method of costmg, a further example is 
given of the methods used in connection with the manu- 
facture of paint, and to simplify the proposition it will be 
assumed that only one class of pamt is made 

The object being to ascertam the cost of each process, 
it firstly becomes necessary to consider the nature of the 
product, in order that a correct classification of processes 
can be made In an efficiently orgamzed business the 
factory departments will usually mdicate the separate 
processes, and m the case under review these will be — 

(1) Mixmg (4) Tmtmg 

(2) Gnndmg (5) Fillmg 

(3) Thmnmg (6) LabeUmg and packmg 

In addition to the above process departments, there will 
also be the various service departments, such as — 

(1) Laboratory and inspection 

(2) Maintenance and,repgir of plant and machinery 
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(3) Lighting, heating, and power 

4 ) Works clencal staff 

(5) Sales departments 

(6) General administrative departments 

The labour used and the matenals consumed by, each 
department, such as pigments, vehicles, cans, kegs, and 
other containers, also labels, etc , will now become a charge 
to the Departmental Process Account, and not to each 
order going through the factory, as was the case with the 
]ob costmg method descnbed in previous chapters 

Direct Material. 

In the manufacture of paint it is usual for each depart- 
ment to work to a standard formula, which is issued with 
the requisite number of copies The onginal is used in a 
similar manner as the works order described m the chapter 
dealmg with ]ob costmg methods, and serves as complete 
mstnictions to the vanous departments One copy of the 
formula is also sent to the cost department, and forms the 
basis for charging the vanous processes with {he materials 
requued, and finally ascertaining the cost A specunen 
formula is given (Form No 18), from which it will be noted 
that the vanous kinds of matenals necessary and the 
quantity to be used are stated It is not always necessary 
to make out a stores requisition, as would be the case with 
the ]ob costing system, as the matenals are generally issued 
against the standard formula ^ 

As the process of manufacture proceeds and the matenals 
are transferred from one department to another, the Process 
Accounts in the Cost Ledgers are ruled off, and the balance 
earned forward as a charge to the department receiving 
the matenals for the next working 
The value of the matenals drawn from stock, and as 
stated on the working formula, provides the necessary data 
for crediting the Stores Control Account and debitmg the 
respective Process Accounts 
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Direct Labour. 

If all the workmen m each department are continuously 
engaged upon one process, the charging of direct labour 
to each process wdl not present any difficulty, as an analysed 
form of pay roll could be arranged to give all the necessary 
information A specimen pay roll is given (Form No ig) 
from which it will be noted that columns are provided for 
analysing the wages of the respective process and service 
departments 

In those cases where workmen would be performmg two 
of three operations or workmg firstly in one department 
and then in another, it becomes necessary to use a daily 
tune ticket m order to obtam the necessary analysis A 
specimen daily time ticket is shown (Form No 20) Each 

Form No 20 


DAILY TIME TICKET 

Clock No Dale 

Name ' 

Ref 

Department 

Hours 


Mixing 

Grinding 

Thinning 

Tinting 

Filling 

Labeling and packing 



Laboratory and inspection 
Maintenance and repairs 

Lighting, beating, and power 

Works, general service 

Totae 


Cost Department Check 

Approved — 

Foreman 


Size of Form s" X 4' 
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workman fills up his time ticket at the end of the day and 
hands this to his foreman, who checks the analysis of time, 
signs the ticket, and sends it to the wages department 
At the end of each pay week the total number of hours, as 
shown by the daily time tickets, are compared with the 
total hours shown on the Gate Cards and the analysis of 
the pay roll completed from the information so obtained 
The totals of the pay roll are then journalized as a credit 
to the Wages Control Account, and a debit to the individual 
process or Service Accounts (i e Standing Works Orders) 

Works Expenses. 

The whole of the expenses of the business are collected 
and allocated in exactly the same manner as described for 
job costing, only m this instance the allocation will be made 
on the basis of departments, as it will be remembered that 
each department comcides with the separate processes 
When deahng with the works expenses m connection with 
a system of job costmg, a proportion of the indirect ex- 
penses wertf recovered upon each works order, so that the 
cost of each job or article could be ascertained 

With the process method of costing, however, the same 
means cannot be employed to recover the mdirect expenses, 
as the individual article or order loses its identity by 
becommg a part of a larger volume of production Works 
expenses, therefore, are dealt with upon the same principle 
as both matenals and labour, i e they are charged en bloc 
to the defiartmeht’s output The figures to be used in this 
direction are obtained from the Expense Allocation State- 
ment, which is prepared for a period of either six or twelve 
months, and the total expenditure divided to give either 
a daily, weekly, or monthly quota Assummg a factory 
to be working on a monthly basis, one-twelfth of the 
expenses of each department for the year is charged to 
the Departmental Process Account, and the amount 
journalized as a credit to the department’s Expense Control 
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Account, and a debit to the Departmental Process Cost 
Account 

As the process of manufacture proceeds and the pamt 
IS ultimately delivered to the filhng and labelhng and 
packmg departments, the cost of the containers used in 
these departments will form a charge to the " FiUing and 
Packing ’’ Cost Account The value of the product when 
leaving the tmtmg department is not charged to the packing 
and labelling, etc , as the object now is to ascertain the 
cost of filhng, labelhng, and packing only Upon comple- 
tion of these operations the final cost of the product is 
summarized upon a cost summary ruled similar to Forms 
Nos 13 and 18 

It will be noted that the vanous process accounts 
mentioned above are practically sections of a " Work in 
Progress Account,” which was described on page 33, 
as the purpose which they served is to show the cost of the 
work m progress dnrmg the penod it was passing through 
each process 



CHAPTER IX 


ORGANIZAIION AUD ROUTINE FOR COST DEPARTMENT 

The routine and procedure of work in a cost department 
IS not determmcd by its own needs, but by the needs of 
the factory it is serving For instance, with most other 
clencal departments the work is arranged accordmg to the 
calendar, and certain days fixed for certain work, whereas 
the procedure of the costing department cannot be wholly 
planned m this way, as the work on a production order wiU 
not necessanly end on the last day of the week or month, 
and so enable the final cost of all work to be ascertained on 
fixed dates 

Furthermore, the pay-week m nearly aU mstances does 
not commence on the Monday, but usu^y either Thursday 
or Fnday It will, therefore, be seen that whilst a certain 
amount of routine can be planned in conjunction with the 
calendar, there will be many important functions which 
can only be performed as and when the production is 
completed on each works order 

The general arrangement and layout of a cost department 
and the procedure in regard to statistical records cannot be 
dealt with in any great detail in an elementary work of this 
character This chapter, therefore, will only deal with the 
more important sections of the internal and detailed work 
of a cost department in a general manner 

Inter - departmentalization 

We have seen that the three factors which enter mto 
the cost of an article or works order are grouped under the 
mam heads of materials, labour, and expenses, and as the 
work entailed m accounting for each of these elements is 
dealt with by the separate sections of the routine already 
descnbed, it is necessary thact the internal activities of the 
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cost department be sectionabzed accordmgly, so that the 
responsibihties of each clerk can be easily and correctly 
defined 

With a large concern the clerks employed on each section 
are generally placed m the charge of a sectional head or 
section leader, who is responsible to the chief cost accountant 
for the quahty of the work and the disciphne of his own 
staff 

The division of the cost department in such cases may 
require that the work in connection with the preparation 
of penodical statistics and final aggregate cost reports, 
etc , be also confined to one section, making four m all, 
but in most concerns the fourth section wiH combine with 
the third 

(1) Matenal section 

(2) Labour section 

(3) Expense and statistics and reports section 

We will now proceed to examine the detailed routine 
of each 

Material Section 

The work in connection with the vanous routme forms 
and records relatmg to matenals is more convemently 
arranged accordmg to them respective functions For 
instance, aU records relatmg to stocks on hand, such as the 
Stock Record Card, etc , are usually dealt with separately 
from the extending and postmg of the values, etc , of stores 
requisitions The size of the business and tiie number 
of stores requisitions, etc , that have to be dealt with each 
day will naturally decide the actual routme that will be 
used and the number of staff necessary, but whether the 
business requires one or six clerks to cope with the volume 
of work need not enter into the present consideration, as 
the foUowmg details will be related to the nature of the 
work to be done rather than the staff requued 

The consideration of matenals m connection with a 
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costing system was dealt with in Chapter III under the 
mam heads of Receiving and Stonng, Issues from Stores, 
and Recording in Costs, and as most of the clerical operations 
necessary in each case have already been detailed, we shall 
now oply be concerned with the several matters which 
may be more appropnately regarded as purely internal 
routme in the cost department 

The duties of clerks solely engaged upon the wnting up 
of the Stock Record Cards will chiefly consist of — 

(1) Postmg particulars of all goods received in the stores 
from the record of goods received 

(2) Postmg particulars of all goods issued against stores 
reqmsitions 

(3) Checking and comparmg the Stock Record Cards with 
the actual quantities of goods in stock and the Bm Cards, 
as noted on the Record of Bin Inspection 

The work of recording all goods received can only be 
done when the copy of the Goods Received Book is handed 
into the office once each day , therefore, m cases where a 
large number of consignments are received, there is gen- 
erally provided a separate shp or note for each consignment 

Under these circumstances it will be the practice to send 
all the goods received shps or notes to the cost department 
at frequent penods throughout the day 

The entries from the above are made on the stock 
record card according to the method described in Chapter 
III, and the Goo^ Received Sheet or Note is then dealt 
with accordmg to routme, 1 e either filed m order of date 
or senal number in the cost department, or sent to the 
buymg or accounts department for checking the Purchase 
Invoice 

The handhng of the stores reqmsitions by the stock 
record clerk was fully explained m Chapter III, and after 
the price of the material has been mserted thereon, the 
requisition is passed on to the clerks, who will extend the 
values and, finally, post the amount direct to the Cost 
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Account, or summanze the issues, as will be explained 
later 

The checking and comparing of the actual quantities of 
materials m the vanous bins with the amount as shown 
on the Bin Card and Stock Record Card are most important, 

Form No 21 

RECORD OF BIN INSPECTION 

No 

Made cm day, 192 By 



and in order that a permanent record can be made of this 
work the storekeeper is usually provided with a speaally 
ruled book or loose sheets on which to record the results 
of his daily count of a fixed number of bins 
The book or sheets (of which Form No 21 is a specunen) 
are then passed on to the stock record clerk, and the figures 
compared with those on his record card Whenever a 
difference occurs, the detailed entnes appearmg on the Bm 
Card should be checked with those on the Stock Record 
Card, as it may happen that an error has been made in 
brmgmg down the *' balance on hand ” figures, or that the 
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storekeeper’s assistants have omitted to enter one or more 
of the issues If there is still a discrepancy (after checking 
and correcting the entries where necessary), it is desirable 
that the contents of the bin (or bms) be agam counted 
Any difference will now be corrected, and if an alteration 
in the Stock Record Card and Bin Card is necessitated, the 
value of such difference or alteration is mserted by the 
stock record clerk in the appropnate columns of Form 
No 31 

Any corrections of the stock records will necessitate 
adjusting the Stock Control Account, and this is usually 
done once each month by taking the total of both the plus 
and mmus columns and prepanng a journal entry to 
transfer the respective amounts to the Store Losses and 
Shrinkage Account The actual posting of the Journal 
Entry will not be done by the stock record clerk, as it will 
be found more convenient if the ledger contaimng aU the 
Control Accounts is kept by the Statistical Section, and 
the Journal entries dealt with by that section 

If a large flumber of requisitions have to be dealt with, 
the clerk responsible for the extensions and additions, etc , 
IS usually provided with a mechanical calculating machine, 
which will also be available for summanzing all the issues 
for the week or month 

As previously mentioned, the treatment of the stores 
requisitions will depend upon the number received each 
day Where only a comparatively small number have to 
be posted “^at a tune, this can quite convemently be done 
by checking each requisition and posting the amount to 
its respective account The requisitions, after they have 
been extended and checked in the first place, are sorted 
accordmg to job numbers, m order to facilitate the work 
of postmg 

When a large number of works orders are passmg through 
the factory, the number of reqmsitions that have to be 
dealt with wiU be so great thqt a igore speedy and economical 
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method has to be adopted, and in this direction it is as well 
to note that the summanzmg of the material cost of each 
order is more often deferred until the order is completed 
In such cases the stores requisitions are sorted and filed 
imder job numbers dunng the period that the work is in 
progress 

Upon the cost department being notified each day that 
certain orders are completed, the reqmsitions are taken 
out of the file and summarized upon a matenals collecting 
sheet, or totalled by the aid of a mechamcal adding and 
hsting machine, and the values then posted in the usual 
way to the accounts in the Cost Ledger 

With the above method m use, it becomes necessary to 
summarize all requisitions for the week m order that the 
value of matenals issued is obtamed for the purpose of 
crediting the Stores Control Account This work must 
therefore be done before the stores requisitions are sorted 
and filed under their respective job numbers, and the final 
summary can be very easily and qmckly prepared by 
passing the requisitions through the mechanical adding and 
hsting machine 

From the figures so obtamed a journal entry is made 
out and is passed on to the Statistical Section for posting 
m the Cost Ledger, together with the ongmal summary 

The values of matenals havmg been ascertamed and 
posted to the job, process or standmg order, there only 
remams the completion of the matenals summary for each 
order as the final step in this section of the* cost department 

Labour Section. 

The work m the Labour Section of the cost department 
must of necessity be arranged to meet the needs of the 
pay-week penod, and the detailed routine given m Chapter 
IV regarding the issue of Gate Cards will clearly indicate 
the nature of the work that may be said to commence the 
week's activities 
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Engagement of Workers. 

Upon the engagement of a worker, the Wages Section 
will require a record of each man’s name and the rate at 
which he is to be paid, so that they will have all information 
necessary for the issue of the Gate Cards A record of 
employees is usually kept on the card system, and all the 
cards relatmg to each department filed together in the order 
of name or clock number If, therefore, a worker should 
be transferred from one department to another, it wiU then 
be an easy matter for his card to be removed and placed 
amongst those relatmg to his new department The 
employee’s record card is ruled to accommodate fid! 
particulars, such as name and address, age, previous 
employers, trade, etc The commencing rate of pay must 
also be shown and sufficient space provided so that any 
mcreases granted from time to time can be recorded 
As and when an employee leaves the services of the 
company, his record card is removed and filed separately 
These record cards are generally used as the medium for 
preparmg all the Gate Cards each week, and to guard 
against errors in rates of pay, etc , the Gate Cards are 
checked before bemg placed m the card racks The wntmg 
up of the pay roll will also be done from this same record, 
the work being usually performed mid-week, as the wages 
clerk will be fully occupied towards the end of the pay week 
m calculating and checkmg the details of each man’s pay 
The wntmg up of the pay roll will only consist m the first 
instance of mserting the worker’s clock number, name and 
rate, as the remaining columns cannot be filled m until after 
the calculation of each worker’s time has been completed 
The issue of the Job Cards will usually be done by the 
planiung, progress, or other works department, and the 
wages clerks will not generally be concerned with these 
until each man has completed his task, and the card is 
sent in to the office As and when the Job Cards are 
received, therefore, the calculations of the piece work or 



PRIMER OF COSTING 


bonus earnings will be completed and the cards temporarily 
filed under order of clock number or worker’s name pending 
receipt of the Gate Cards, so that all the cards relatmg to 
each workman will be m the correct order for companng 
with the Gate Cards when received at the end of the pay 
week It wiU be remembered that the back of the Gate 
Card (Form No 9) was ruled, so that each Job Card could 
be entered thereon and the total hours summarized 
This summanzmg of the Job Cards is only the first step 
towards agreement with the Gate Cards The total number 
of hours as now shown by this summary will agree only in 
a very few instances, as it will readily be seen that all 
work on the respective orders will not be completed at, 
say, 5 o'clock on the Wednesday evemng It is, therefore, 
necessary to ascertam the number of hours each worker 
has booked to " jobs in hand,” 1 e both production orders 
and standing orders The actual checkmg m this direction 
will depend upon the routine m each factory, as m some 
mstances it is the practice for the gate-keeper to make out 
a hst of all the Job Cards in the racks, quoting the clock 
number, order number, also tune and date each job was 
commenced, whereas m other cases the wages clerk will 
go to the card racks, and refer to each Job Card, noting 
the order number and time commenced, etc , which he 
afterwards inserts upon the back of the Gate Card In the 
majority of cases the total number of hours spent on the 
various production orders, etc , will agree with the number 
stated on the Gate Card The calculatibns wiK therefore 
be completed and the amoimt of piece work or bonus 
earmngs added and the total pay arrived at Certain 
cards, however, may stiU show a difference, and the foreman 
of the men concerned should investigate the figures "on 
the few remammg cards with a view to confirmmg any 
errors m booking of time, etc 

It IS the general practice for the gate-keeper or tune clerk 
to prepare a list of all absentees each monung and midday 
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by hstmg all the Gate Cards remaining in the " out ” 
rack at a stated time after the men have “ clocked in ” 
These hsts are sent to the Wages Section and checked with 
the Gate Cards before writing up the pay roll 

It has already been stated that if each worker is provided 
with contmuity of work all the Job Cards for the week, 
when added together, will agree with the Gate Card, but 
as there will usually be a certain amount of time lost in 
changing over from one job to another, or for the other 
reasons as mentioned m Chapter VI, page 78, each worker 
will have clocked on to a standmg works order number 
when delayed in commencmg or completmg his next task 
When agreeing the total tunes, as mentioned above, one 
will therefore have Job Cards which relate to both works 
orders and standing orders 

Having agreed the times shown on the cards, the pay roll 
can now be completed, and the amounts entered in the 
remaimng columns, the pages added, and a final total 
ascertamed ^ The actual makmg up of the money into 
tins or envelopes will not be done by the wages clerks, but 
the pay roU passed on to the cashier as descnbed in 
Chapter IV 

It may be well to note that when the Job Cards were 
compared with the Gate Cards there was in almost every 
case a " carry over" of time on jobs m progress In order to 
f acihtate the work for the ensmng pay week, it is a very good 
plan to insert on,the back of the new week’s Gate Card the 
order number and number of hours which have been credited 
to the previous week If this is done, it will not be neces- 
sary to refer agam to the Gate Cards of the previous week 

With those concerns which employ a large number of 
workers the pay roU wiU mvanably be arranged according 
to departments, and to ensure that the Wages Section are 
notified whenever a worker is transferred from one depart- 
ment to another, or when a change is made in clock number 
or occupation, a “ Transfer Note ’’ is made out, contaimng 

8— <1865) 
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particulars of the transfer or new clock number, etc Form 
No 22 IS a specimen of such a form, and on its receipt by 
the wages clerk, the necessary alterations on the employee’s 

Form No 2z 

WORKER’S TRANSFER 


To Mr 


Date 

Department 


Please confirm your agreement to transference of 
Clock No Trade 

from tins department to department 


Remarks 


Foreman 


Receiving Foreman 

Transfer 

Approved 

Signature 

Worker’s Trade 

Clock No 




Works Manager 


Noth to Rkcbiving Foreman — 

If accepted in a trade different from above, state in what 
capacity worker will be employed 
This Form must be sent to Wages Department immediately Works 
Manager’s approval is obtained 
Size of Form s" X 4' deep 

record card will be made, and a fresh Gate Card issued 
should the change reqmre it 

Various records will now be compiled by the wages 
clerks in connection with* the information contained on 
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the pay roll and Gate Cards, the more general being as 
follows — 

Employees’ Weekly Pay Record 
All* classes of manual workers are assessed for income 
tax upon a quarterly basis, and it is compulsory for all 
firms to make a return showing the total earmngs of each 
employee over the standard amount 
To facihtate the compilation of this return a Record Card 
similar to Form No 23 is used, and the gross earmngs 
entered each week either direct from the Gate Cards or 
the pay roll 

With the large manufactunng concern there will usually 
be an employment department, whose chief duty is to 
ensure that a regular supply of the nght type of labour 
IS always available, and m such instances the Wages Section 
wdl have a separate record of the rates of pay for each 
workman, as the employment department will retam the 
employee’s record card 

The rulings of “ Rate Cards ” are very simple, as they 
will usually have the employee’s name, address, age, clock 
number and trade at the top of the form, and columns to 
note the commencing and subsequent rates of pay 
When separate Rate Cards are used, they wdl be the 
medium for issumg the Gate Cards and the checking of 
rates, etc , m place of the employee’s Record Card 

Compiling Labour Costs 
The routine m connection with the summanzmg and 
poshng of the amounts of wages and number of hours on 
each ]ob wdl be simdar to that descnbed for the stores 
reqmsitions 

After completmg the checking of the Gate Cards the 
Job Cards are passed on to the clerks who will be responsible 
for compihng the labour cost of each works order, and the 
routine m connection with the summanzmg and posting 
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of the wages and number of hours to each Cost Account 
will be similar to that described for matenals, the Job 
Cards being filed until the work is completed or posted 
from day to day duect to the account m the Job Cost 
Ledger 

In those cases where the Job Cards have to be filed until 
the order is completed, it wiU firstly be necessary to write 
up the several statisbcal records that are prepared from 
the details shown on the Job Cards before the cards are 
sorted and ffied under then respective order numbers 
Record of Bonus and Piece Work Earnings 

A record of bonus and piece work eammgs will be reqmred, 
and for this purpose a card is used similar to Form No 24 
A separate card is allocated to each article or to every 
single operation on such article The mformation is 
obtamed from the respective Job Cards and the name of 
the operator, rate, quantity passed and rejected, and rate 
of bonus earned is recorded 

These records enable the cost department to notify the 
plannmg or other works department of any abnormal 
earnings so that the matter can be mvestigated, and the 
necessary steps taken Any alterations or modification 
followmg an mvestigation are noted m the remarks column, 
so that the cards will contain a complete history of any 
changes made either in the rates of pay or method of 
manufacture 

Expense and Statistical Section 

The work entailed in regard to the collection, allocation, 
and recovery of expenses as described m Chapters V and 
VJ wiU practically cover most of the routme of this section 
There remains only the detailed work of postmg the journal 
entries, which will have been received from the Matenals 
and Labour Sections, to complete the Control Accoimts 
in the Cost Ledger, also the final summarizing of the 
complete cost of a job, order, or process 
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no 

The posting of the entnes recording the movement of 
all materials, the use of labour, and the amount of expenses 
absorbed by the various jobs completed has already been 
dealt with very fully, so that attention need only be given 
to the more general subsidiary records prepared by this 
section 

The quantity and nature of statistical returns reqmred 
by each busmess vary to such an extent that it is 
impossible to give a descnption of the forms that are to 
be found in practice, as them ruhng differs in each case , 
furthermore, the work m connection with Costmg Statistics, 
etc , is of such an advanced character that it would be 
entuely out of place to deal with them m an elementary 
work 

The final summarizing of a total cost will usually be 
done on a form specially ruled for the purpose, similarly 
to Forms Nos 13, 14, and 15, and from these summaries 
vanous records are compiled In those busmesses, such 
as engmeenng, for instance, where the final product made 
is assembled from a senes of parts or components, there 
IS reqmred a record of the costs of each part or com- 
ponent, which wiU serve two purposes Furstly, it gives 
the figures for pncing the components or parts used on 
an assembly order, and, secondly, provides the "basis of 
comparmg the detailed costs of each quantity made at 
different penods 

A specimen Comparative Cost Card, Form No 25, is 
given, a separate card being used for each oiticle " 

With some industnes it is necessary to show an analysis 
of the labour cost per article, so that any variations on 
each operation can be brought to the notice of the depart- 
ments concerned, and the causes as to excessive or question- 
able costs noted m the remarks column In an engmeenng 
works the record may show the analysis of labour under 
the headings of tummg, fittmg, milling, dnllmg, etc 
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Absentees, check upon gate 
cards, 102-3 

Acdounimg for materials, 21 
Advantages of cost accountancy, 
6 

Allocation of estabhshment ex- 
penses, 60-62 

of sales expenses, 60-62 

of works expenses, 60-62 

statement, expense, 61 

Analysis of expenses, 59 

Balance sheet, 4 
Bin card, 27, 28 

, diecking with stock 

record card, 98, 99 
Bin inspection, record of, g8-gg 
Bonus earnings, record of, 107 

method of payment, 47-48 

Bookmg time to jobs, etc , 48-52 
Branches of costing, 6 
Burden, 10 

Calculating workmen’s pay, 43 
Capital expenditure, treatment 
in costs. 2 
Card racks, 43 
Charging labour in costs, 54 
Checking absentees, 102-3 
Checks 40, 41 

Collection of estabhshment ex- 
penses, 60-69 

of sales expenses, 60, 62. 

68, 69 

of works expenses, 60, 62- 

68 • 

Comparative cost card, 109 
Comparison of cost, no 
Components of cost, 12 
Computation of establishment 
expenses, 60, 62-69 
of sales expenses, 60, 62, 



62-68 

Control account — 

Finished stores, 71 
Expense, 59, 69-70, 71, 73 


Control account [contd ) — 
Materials, 25, 26, 32, 79 
. Stock. 25, 26, 32, 79, 99 
Wages, 44, 54, 79 
Cost accountancy, advantages 
of, 6 

, branches of, 6 

accounts and financial 

accounts, relation be- 
tween, 9 

, components of, 12 

control, defimtion of, 9 

, function of, 17, 19 

department, inter-depart- 

mentahzation, 93, 96 

, organization of, 95 

, elements of, 18 

estimating-^efinition of, 

finding, definition of, 6 

, function of, 16, 17 

, methods of, 7 

ledger, 32 

— . 30b. 32, 34. 35 

of production, 10 

of sales account, 72, 73 

, definition of, 

73 

summaries, 83, 85, no 

Costing — 

Branches of, 6 
Departmental, 8 
Job method, 7. 81-85 
Multiple, 9 
Process, 7, 86-94 
Single, 8 

System, how it works, 13-20 


Daily time ticket, 92, 93 
Day rate method of payment, 
46 

Defimtion of — 

Cost control, 6 
Cost estimating, 6 
Cost findmg, 6 
Direct labour, 49 
Direct materials, 23 
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Definitioii of {contd ) — 
Establishment expense, lo 
Factory cost, lo 
Indirect expenses, lo, 57 
Indirect labour. 49 
Indirect materials, 23 
Job costmg, 7 

Operative undertaking costs, „ 

8 

Terminal costing, 9 
Total cost, 10 
Works cost, 10 
Works expenses, 12 
Works order, 28 
Departmental costmg, 8 

pay-roll, 92, 103 

rates for recovenng works 

expenses, 65, 66 
Departmentalization, 88, 90 
Difierence between cost accounts 
and financial accounts, 2, 3, 4, 

5 

Direct labour, 48, 49 

, definition of, 49 

, process costmg, 92, 

93 

hour method of 

recovenng woxks expenses, 
63, 64 

matenals, 22 

, definition of, 23 

, process costing, go | 

Division of establishment ex- 
penses, 59 

Elements of cost, 18 
Employees, record of, 101 

, weekly pay record, 105 

Engagement of workers, routine, 

lOI 

Estabhshment expense — 
Allocation of, 60, 61, 62 
Allocation statement, 61 
Collection of, 60-69 
Computation and recovery 
of, 60, 62-69 

Control account, 69, 70, 71 
Definition of, 10 
Establishment expenses, divi- 
sion of, 59 

Expense control account, 69, 70, 

71 

Expense control account, debit- 
ing, 69, 70 


Expense control account, credit 
mg, 70 

Expense estabhshment {see Es- 
tablishment expenses) 
E^enses, mdirect — 

Definition of, ro, 57 
General consideration of, 57- 
59 

Process costmg, 93-94 
Expenses, miscellaneous, 67 

Factory cost, definition of, 10 
expenses (see Works ex- 
penses) 

Fmished stores control account, 

71 

Fuilotion of cost control, 17, 19 
Function of cost findmg, 16 

Gate cards, 39. 41. 43 

, checking absentees, 

102-103 

, oheckmg with ]ob 

cards, 52, 54, loi. 
102, 103 

, issue of, 101-103 

prepaxmg, loi 

, treatment of m cost 

ofBce, 101-103 
Goods received book, 27, 97 

sheets, 97 

returned to stock, treat- 
ment of, 74 


Halsey system of wage pay- 
ment, 47 

How a costing system works, 
13-20 

Indirect expenses^ 

Definition of, 10, 57 
General considerataon of, 57, 
58. 59 

Process costmg, 93, 94 

labour, defimtion of, 49 

labour, treatment of, 79, 

80 

matenals, definition of, 23 

matenals, treatment of, 

78. 79 

Inspection of bms, g8, 99 
Inter-departmentahzation of 
cost office, 95, 96 
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Inventories, pei^etual, 37 
Issue of gate cards, 101-103 

of 10b cards, loi, 102 

Issues of matenals, 15, 28 

Job cards — 

Checking with gate cards, 52, 
• 54, lOI-IO^ 

Issue of, 101, 102 
Objects of, 39 

Treatment of in cost depart- 
ment, 101-103 

use of, 49-52 

cost ledger, 32, 34, 35 

summanes, 83, 85, 


costing method, defimtion 

of, 7 

systems, 81, 85 

costs, comparisons of, no 

Jobs in hand, card racks, 51, 52 
in progress, card racks, 51, 


Labour costs, compilation of, 
los, 107 

, direct, 48 

, definition of, 49 

, prpcoss costmg, 92, 

indirect, definition of, 49 

, treatment of, 79-80 

, recording of, 13, 16 

Lost time, ^7-78, 103 

Machine rate, 66-98 
Maintenance of stock 36 
Manufacturmg orders, 15 
Matenals, accounting for, 21 

chargmg to jobs, 31, 32 

Matenal control aceount, 25, 26, 
32- 79 

, crediting, 32, 

79 

, debitmg, 25 

Matenals direct, 22 

— » , definition of, 23 

mdirect, 23 

, definition of, 23 

, treatment of, 78-79 

issues of, 15, 28 

, recording m costs, 30 

Maximum stock, 36 
Mechanical time recorders, 41 


Metal checks, 40, 41 
Methods of — 

Cost finding, 7 
Remunerating labour, 46 

day rate, 46 

differential piecework, 47 

piecework, 46, 47 

premium and bonus, 47, 

48 

Recovering sales expenses, 68- 
69 

works expenses, 62-68 

Mimmum stock, 36 
Miscellaneous expenses, 67 
Multiple costing, 9 

Objects of cost accountancy, s 
Oncost, 10 

Operative undertaking costs, 
definition of, 8 
Orders, 15 

Organisation of the cost dept , 
95 

Output costing, 8 
Overheads, 10 


Pay, calculating workmen’s, 43 

, makmg up, 44, 103 

record, weekly record of, 

105 

Pay-roll, 44 

, departmental, 92, 103 

Percentage on direct wages 
method of recovenng works 
expenses, 62, 63 

on prime cost method of 

recovenng works ex- 
penses, 64, 65 

Perpetual mventones, 37, 98, 99 
Piece work earmngs, record of, 
107 

method of payment, 

46. 47 

Premium method of payment, 
„47. 48 

Pncing stores requisitions, 30, 

31 

Prime cost, definition of, 10 
Process costmg, 86-94 
Process costmg — 

Definition of, 7 
Objects of, 86 
Paint and varnish, 88-94 
. Steam raismg, 86, 88 



Profit and loss account, 4 
Production order (see " Works 
orders ”) 

Purchase requisition, 36 

Rate cards, 105 

, description of, 105 

Receiving and storing matenals, , 

23 

Reconcibation of cost accounts 
and financial accounts, 19 

of costs (see " Cost control ”) 

Record of bin inspection, 98, 99 

of bonus earnings, 107 

of employees, loi 

of piecework ezumings, 107 

Recordmg labour, 15, 16 
Recovenng expenses — 
Departmental rate, 65, 66 
Machine rate, 66-68 
Percentage on direct wages 
method, 62, 63 
Percentage on prime cost, 64, 

65 

Rate per direct labour hour, 

63. 64 

Recovery of — 

Estabhshment expenses, 60, 
62-69 

Sales expenses, 60, 68, 69 
Works expenses, 60, 62-68 
Relation between cost accounts 
and financial accounts, 9 
Requisition, purchase, 36 

, stores, 28, 29 

Returns from customers, treat- 
ment of, 74 

Revenue expenditure, 76 

. analysis of, 76, 77 

Routme for compihng labour 
costs, 105 

Rowan system of wage payment, 
47. 48 

Sales, cost of, 72, 73 

expenses, 59 

Sales expenses — 

Allocation of, 60-62 
Collection of, 60, 62, 68, 69 
Computation and recovery of, 
60, 62, 68, 69 

Control account, crediting, 73 

, debitmg, 70 

Definition of, 12 


Service orders, see " Standmg 
works orders ” 

Smgle costing, defimtion of, 8 
Standing works orders — 
Defimtion of, 75 
General consideration of, 75, 
80 

Statistical returns, nature of. 

Steam raismg costs, 86, 88 
Stock- 

Continuous check of, 37, 98, 
99 

Maintenance of, 36 
Maximum, 36 
Minimum, 36 

Stodfc control account, 25, 26, 
32, 78, 99 

, adjustments, 

99 

, crediting, 32, 

79 

, debitmg, 25 

orders, 15 

record card, 24, 26 

cards, checking of, 

97. 98, 99 

clerk, duties of, 97 

Stores accounting and control, 


control account, 25, 26 

, creditmg, 32, 

79 

Stores, issues from, js, 28 
Stores losses and shrinkage 
account, 37 

, adjustment of, 

93. 99 

, nature of, 37, 

38 

records, 25 

reqmsitions, 28, 29 

, how dealt with by 

cost dept , g8, 99, 


, pricing of, 30, 31 

Sub-orders, 82 

Summaries, job cost, 83, 85, 


Terminal costing, defimtion of, 
9 

Time allowed, 48 
boards. 40, 41 
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Tune book, 40 

booking to jobs, 48-52 

checks, 40, 41 

recorders, 41 

recording, methods of, 40 

sheet. 92 

taken, 48 

— >- ticket, daily, 92, 93 
Total cost, defimtion of, 10 
Trading and profit and loss 
account. 4 

Transfer note, workers’, 104 

of workers, 103, 104 

Tnal balance, 3 

Unabsorbbd machine rate, ac- 
count, 67, 68 

Wages control account (debit- 
“g). 44 ... 

(creditmg), 54. 

79 

Weekly pay, record of, 105 
Work-in-progress account — 
Charging matenals to, 33 

labour to, 54 

expenses to, 71 
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Work-m-progress a/c [contd ) — 
Crediting, yx 

■Description of, 33, 38, 71, 72 
Work ticket, 52 
Workers, engagement of, loi 

transfer note, 103, 104 

Works cost, definition of, 10 
— — expense control — 
account, 69 

, crediting, 71 

, debiting, 70 

Works expenses, 59 
Works expenses— 

Allocation of, 60-62 
Collection of, 60, 62-68 
Computation and recovery of, 
60, 62-68 
Defimtion of, 12 
Methods of recovering, per- 
centage on direct wages, O2, 

63 

Rate for direct labour hour, 

63. 64 

Percentage on pnme cost, 64, 
6S 

Departmental rate, 63, 66 
Machine rate, 66, 68 
Process costing, 93, 94 
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THE LONDON MONEY MARKET By the same Author Third Edition 
•In demy Svo cloth gilt 232 pp lOs. 6d. net 
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